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Electronics i in Accou" 


Already, many large and small businesses are using [BM 
Electronic Business Machines to speed their work. Every 
day more of these machines are coming off IBM _pro- 
duction lines to save time, money, and effort for more 
companies. 

The Electronic Calculating Punch, one of the g types 
of IBM Electronic Machines, is pictured above. It is 
used for all types of accounting and statistical com- 
putations. In the investment brokerage industry, for 
example, this machine does the complete computations 
for 100 purchase and sale transactions in one minute. 

IBM’s leadership in applying electronic principles 
to punched card accounting machines has given greater 
speed, accuracy, and economy to the vital requirements 
of calculating and accounting. 


INTERNATIONAL BUSINESS MACHINES COMPANY LIMITED, 
Head Office: Don Mills Road, Toronto, Ontario. 
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Heavy Liquidation Costs 
Can Be Avoided 


As an Accountant you know the extent to which the value of practically 
every sole proprietorship rests on the drive and ability of the man who 
built it. With him alive, it is a going concern. On his death it frequently 
becomes an asset of dubious value—there are instances of shrinkages 


from 40% to 90%. 


But the tragedy of forced liquidation need not occur! Where a potential 
buyer exists, a purchase-and-sale agreement, financed by Business Life 
Insurance, will guarantee that the estate will receive a fair value for the 


business assets. At your request a trained Manufaciurers Life repre- 
sentative would welcome an opportunity to co-operate with you in the 
preparation of specific recommendations for your sole proprietor clients. 


THE 


Phone ow MANUFACTURERS 


nearest INSURANCE LiFe COMPANY 


office HEAD OFFICE (Established 1887) TORONTO, CANADA 


HEAD OFFICE _ TORONTO, CANADA 
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SIMPLIFIED BUSINESS METHODS 
The World's Most Versatile C JPLICATING Process 


Appropriation Requests @ Analysis @ There's a trained Multigraph 
Reports @ Budgets @ Financial Representative near you. A 
Reports @ Contract Schedules @ telephone call or letter will 


bring him to your office. He 


Charts @ Minutes of Meetings © | will be glad to demonstrate 


Annual Reports @ Bulletins @ Aud- 
it Letters @ Temporary Forms 
@ Price Lists. 


Addressagraph - Multigraph — 


OF CANADA LIMITED WV 
Head Office and Factory — 1152 Bay Street, Toronto NV 


Multigraph methods ON YOUR 
OWN WORK, if you wish, with- 
out any obligation. 
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ADDO-X, ORIGINAL ODHNER 
machines. 


Save money 


M. P. HOFSTETTER LIMITED 


77 ADELAIDE ST. W. TORONTO. 


Let’s Get Technical 


O What paper stock is most 
suitable for a particular ac- 
counting or record form? 
Should the form be machine 
ruled, printed letterpress or 
by offset-lithography? 
What about punching, per- 
forating, round cornering, 
PRS ee: 

The production side 
of business forms demands 
seasoned experience and bet- 
ter than average facilities. 


Grand & Toy's own mod- 

ern plant offers you both. 

© Let us work with you on 
your next special form. 


EMpire 4-648 1 
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OFFICE SUPPLIES - PRINTING 
BUSINESS FURNITURE 
O 6-14 Wellington Street West 
332 Bay St. 115 Yonge St. 
TORONTO 1, CANADA 


PHONE WA. 2425 


A GROWING BUSINESS FOR YOU_ 


The combination of you and your 
Bank of Nova Scotia manager will 
lick a lot of your business prob- 
lems. For your manager has had 
many years of experience in dis- 
cussing and helping solve the 
problems of businessmen. Elis 
counsel can often mean dollars 
ae and cents in your pocket when 
it comes to your special ques- 


\W\\ tions on business conditions 
NVNVAWE banking needs. Drop in 
\ I > 


and see him soon. 
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ready for any job at the There’s no limit to the number of accounting jobs 


e a single Sensimatic will do. It does them swiftly — 
twist of a knob | as fast as the fastest operator commands. It does 
” them easily —with minimum operator effort, with 
no waste motion. And it changes from one job to 

Bu e @ another instantly —at the twist of a knob. 
rroughs Sensimatic Burroughs Sensimatic can do wonderful things for 
you on your accounting ... is already doing them 
the completely New aceounting machine for businesses large and small. See all its features 
ee for yourself... learn the surprisingly low cost of 
applying them to your business. See what the 

Sensimatic can do for you! 















This is the “mechanical brain" 
that masterminds the Sensimatic 


‘This control panel, or sense plate, 
directs every carriage movement, 
every mathematical function. Each 
panel controls four separate 
accounting operations—in any 
combination. Panels are instantly 
interchangeable...there is no limit 
to the number that can be used. 








Call your Burroughs man today. Consult the yel- 
low pages of your telephone book. Burroughs Add- 
ing Machine of Canada, Limited, Windsor, Ont. 
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FOR SIMPLE — SAFE HANDLING OF BOOKKEEPING SYSTEMS 


Specify “THE LOCKMASTER” Post Binder 


NEW LOCKING 
DEVICE 


CRINKLE-FINISH 
ENAMELLED 
METALS 


HERE /$ 


When setting up Bookkeeping sys- 
tems for your clients be sure to speci- 
fy the Lockmaster Binder. The Lock- 
master features an automatic key-less 
locking mechanism revolutionary in 
post binders. Simple, yet sure—press 
plunger at top of metal to open — 
release for automatic locking. Plun- 
ger protected against accidental open- 


ing. 


“1 LOUKMASTER, 


SOLID BROWN 
BUCKRAM 


v 


BEVEL 
EDGES / 


For those who prefer there is the de- 
pendable Keymaster — an improved 
Binder incorporating a_ time-tested 
locking device with a sturdy construc- 
tion designed to last for years. 


Both Binders are constructed with a 
solid non-warping board cover, hand- 
somely finished in green or brown 
long wearing Buckram. 
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Accounting Efficiency 


depends greatly on accessibility of records. Their 
preservation from Fire and Theft can only be assured 
in a reliable safe or vault. 


Consult us as to the type uf safe protection 
advisable for you or your client. 


J.é&J. TAYLOR Limiteo 
ToronTO SAFE works 


TORONTO - MONTREAL - WINNIPEG - VANCOUVER 


HIGHER ACCOUNTING 


. . . and ALLIED SUBJECTS 
taught 


The SHAW way — the SURE way 


Write to Dept. CA for Catalogue and any special information you desire. 


SHAW SCHOOLS 


Head Office: 1130 Bay Street, Toronto Ki. 3165-6-7 


APPLICATION FORMS 


Prepared by the Commitiee on Personnel Selection 


Per dozen sept $ .50 


THE CANADIAN INSTITUTE 
OF CHARTERED ACCOUNTANTS 


10 Adelaide Street East Toronto 1, Ontano 


QUALIFIED ACCOUNTANT 


Required for the position of chief accounting officer. Applicant must be a 
chartered accountant or have equivalent qualifications. Replies, accompanied by 
a recent photograph, should include details of education, experience, age, date 
available, present position and earnings, and place where applicant may be inter- 
viewed. Letters should be addressed to the general manager, under confidential 
cover. 


WEST KOOTENAY POWER & LIGHT COMPANY, LIMITED 
Trail, B.C. 
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Dominion and Provincial 


Government Bonds 


Municipal Bonds 


Public Utility 


and 


Industrial Finaneing 


DoMINION SECURITIES 
CORPN. LIMITED 


Established 1901 


TORONTO MONTREAL NEW YORK LONDON.ENG. WINNIPEG VANCOUVER VICTORIA 
CALGARY LONDON KITCHENER HAMILTON OTTAWA QUEBEC HALIFAX SAINT JOHN 
50 King Street West, Toronto, Canada 


POSITION OFFERED 

Chief accountant with administrative 
ability to take charge of office and 
accounting procedure for medium-size, 
aggressive industrial firm, cost exper- 
ience desirable. Apply Box 181, The 
Canadian Chartered Accountant, 10 
Adelaide St. E., Toronto, Ont. 


POSITION WANTED 
Chartered accountant, graduate of 1949, 
Bachelor of Arts’ Degree, married, age 
36, presently employed as comptroller 
desires to relocate with industrial or 
financial organization. Box 184, The 
Canadian Chartered Accountant, 10 
Adelaide St. E., Toronto, Ont. 


JUNIOR AND INTERMEDIATE 
STUDENTS REQUIRED 
Excellent opportunities for experience 
and advancement. J. John Shulman 
& Co., Chartered Accountants, 21 
Dundas Sq., Toronto, EMpire 4-2363. 


POSITION WANTED 
Incorporated accountant, age 30, quali- 
fied 1950, emigrating to Toronto, de- 
sires position with firm of chartered 
accountants. At present holding posi- 
tion of managing clerk with English 
provincial chartered accountants. Avail- 
able for interview July 1, 1951. Box 
183, The Canadian Chartered Account- 


ant, 10 Adelaide St. E., Toronto, Ont. 


SENIOR 
ACCOUNTANTS WANTED 
Leading United States firm of certified 
public accountants has several senior 
accountant vacancies in various offices 
in different parts of the U.S. for young 
chartered accountants. Initial salary 
and level of responsibility will be gov- 
erned by the extent of previous exper- 
ience. In replying please give a resumé 
of education and experience, as well as 
a statement of salary requirements. Box 
182, The Canadian Chartered Account- 
ant, 10 Adelaide St. E., Toronto, Ont. 
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POSITION OFFERED 
Chartered Accountant — 30 to 35 years 
of age — wanted as Comptroller for 
hydro-electric public utility in At- 
lantic Maritime Province. Previous 
public — utility experience desirable, 
but not essential. Applicant should 


have initiative, possess executive ability 


and be capable of handling - staff. 
Knowledge of public relations desir- 
ible. Salary commensurate with quali- 
fications and ability. 

Box 178, The Canadian Chartered 
Accountant, 10 Adelaide Street East, 
Toronto, Ont. 


POSITION WANTED 
Chartered accountant (age 34) desires 
a position with future possibilities in 
an industrial or commercial industry. 
Box 180, The Canadian Chartered Ac- 
countant, 10 Adelaide St. E., Toronto, 
Ont. 
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CHARTERED ACCOUNTANT 
Presently employed in industry desires 
with greater opportunities. 

The Canadian Chartered 
Adelaide St. E., To- 


position 
Box 179, 
Accountant, 10 
ronto, Ont. 


ASSISTANT 
PROFESSOR OF COMMERCE 


The School of Commerce, University 
of British Columbia, requests applica- 
tions from chartered accountants with 
a university degree for teaching duties 
in accounting and allied subjects. The 
initial salary offered is $3500. Duties 
will commence July 1, 1951. Please 
submit full details concerning qualifica- 
tions and personal data to the Director, 
School of Commerce, University of 
British Columbia, Vancouver, B.C. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 


Barristers and Solicitors 


25 King Street West 


Toronto 1, Ont. 


SMITH, RAE, GREER, SEDGWICK, WATSON & THOM 


Barristers and Solicitors 
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OSLER, HOSKIN 


Barristers 


Loronto 1, Ont. 


& HARCOURT 


and_ Solicitors 


Ont. 


loronto 1, 


DUQUET & MACKAY 


Barristers and Solicitors 


360 St. James Street West 


Montreal, One. 
Y 
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STEWART, SMITH, MACKEEN, COVERT & ROGERS 
Barristers and Solicitors 


Roy Building Halifax, N.S. 


ST-LAURENT, TASCHEREAU, NOEL & PRATTE 
Barristers and Solicitors 


Price House, 65 St. Anne Street - - Quebec, P.Q. 


GOWLING, MacTAVISH, WATT, OSBORNE & HENDERSON 
Barristers and Solicitors 


6 Sparks Street - - - - Ottawa, Ont. 


QUAIN, BELL, CARREAU, GILES & GILLIES 


Barristers and Solicitors 


56 Sparks Street . - . . Ottawa, Ont. 


Security Valuations... 


Chartered accountants and company executives 
requiring valuations of. or information on investment 
securities. are invited to communicate with us. 

Any of our offices will give prompt attention to 


such requests. 


™ y 
A. E. Ames & Co. 
Limited 
Investment Dealers—Business Established 1889 


TORONTO MONTREAL WINNIPEG VANCOUVER VICTORIA LONDON OTTAWA 
HAMILTON KITCHENER OWEN SOUND ST. CATHARINES QUEBEC 
NEW YORK BOSTON LONDON, ENG. 
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COMMENT AND OPINION 


Banff Ho! 

First Call to Annual Meeting 
ie 49th annual meeting of The 

Canadian Institute (it will be awhile 
before we get used to writing it that 
way) of Chartered Accountants will be 
held in Banff, Alberta, Monday to 
Thursday, September 3 to 6 of this year. 
During the earlier part of the week 
various committees of the Canadian 
Institute will complete their deliberations 
for the year, and for the members at 


large four general sessions have been 
arranged on topics which we are not yet 
at liberty to announce (because the com- 


mittee has not yet told us). On Tues- 
day, September 4, the Premier of Al- 
berta, Hon. E. C. Manning, will, it is 
hoped, welcome the delegates at a 
luncheon given by the Government of 
Alberta, and on the following day Mr. 
T. Coleman Andrews, president of the 
American Institute of Accountants, will 
be guest speaker at the Alberta Institute's 
luncheon for the members. 

And, of course, there will be recep- 
tions, tours, and golf on Banff’s world- 
famous links (also mountain climbing, 
which, however, we mention in paren- 
theses), and the grand finale will be a 
dinner and dance. The Programme 
Committee hasn’t yet furnished us with 
a copy of their special programme of en- 
tertainment for the ladies, and while it 
will naturally (they being Albertans) be 
an excellent one, the mere name of Banff, 
renowned for its majestic location in the 


heart of the Canadian Rockies, is by it- 
self an all but irresistible attraction. 

Further details will be published in 
forthcoming issues of The Canadian 
Chartered Accountant, but in the mean- 
time keep in mind the 49th annual meet- 
ing of The Canadian Institute of Char- 
tered Accountants at The Banff Springs 
Hotel, Banff, Alberta, commencing Mon- 
day, September 3 and concluding Thurs- 
day, September 6, 1951. 


Mr. Abbott Speaks 

A” when it is his Budget speech 

everyone listens! By the time this 
note appears the Finance Minister's 1951 
Budget speech delivered on April 10 
will, if not forgotten, be displaced in 
the minds of our readers by matters of 
more current concern. Alas! it is one 
of our misfortunes that these notes and 
comments must be written from five to 
six weeks before they can be published. 
As a consequence we seldom dare to be 
too topical. The Budget, of course, is 
an exception, having as it does a two- 
fold impact on accountants, one personal 
and one professional, whereas most others 
feel it only in one capacity. 

That there would be a need for sub- 
stantially increased revenues was, of 
course, well known long before Mr. 
Abbott rose in the House to announce it. 
That the additional amount required to 
be raised by new taxation was no more 
than $375,000,000 came as a pleasant 
surprise, since those of us who 2re not 
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experts on national finance (and perhaps 
some of them also) had a much larger 
figure in mind. Thus it was that the 
immediate reaction to the announcement 
of higher taxes was, paradoxically, one 
of relief. It wasn’t as bad as our fore- 
bodings. 

By the time this comment appears a 
great deal more will be known about 
some of the changes in the Income Tax 
Act which Mr. Abbott merely touched 
on in his address. To what extent the 
joint recommendations made by the 
C.I.C.A. and the Canadian Bar Associa- 
tion have been accepted is not known 
with any certainty at this writing. The 
Minister did announce, however, that he 
is proposing certain amendments, and 
some of these do meet objections raised 
in the joint recommendations. The right 
to distribute undivided surpluses on pay- 
ment of a flat 15% will be extended 
to all corporations. The rather absurd 


provision which excluded one corporation 
from the low rate of tax on its first 
$10,000 of income if its controlling 


(70%) shareholder were related by 
blood, marriage, or adoption to the con- 
trolling (70%) shareholder of another 
corporation, is removed unless the two 
individuals are shareholders in both cor- 
porations. A new departure in admin- 
istration policy is the right now acknow- 
ledged of a salaried taxpayer to deduct 
certain defined expenses which fall on 
him personally by the terms of his em- 
ployment, and also union dues. Mr. 
Stanley Knowles, M.P., has for several 
years now been urging the Government 
to grant the last-mentioned allowance, 
but credit for the rest belongs, we think, 
to the continued pressure of this Insti- 
tute and the Canadian Bar Association. 
Year after year our joint brief has point- 
ed out that salaried income was not 
necessarily net income. 


The deferment of capital cost allow- 
ances on so-called non-essential invest- 
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ments is not so much a matter of tax 
as of high economic policy, its object 
being anti-inflationary. There will no 
doubt be some taxpayers adversely af- 
fected by postponement of capital cost 
allowances, but taken overall, so far as 
one can judge, the policy has much to 
commend it. 


Integritas, Scientia, Labot 
BSERVANT readers will have noticed 
that the seal of the Canadian Institute 

of Chartered Accountants which adorns 
the front cover of this issue is somewhat 
modified in design from the March issue. 
The same basic design has appeared on 
every issue of The Canadian Chartered 
Accountant since publication of Vol. 1, 
No. 1 in July, 1911, though there have 
been several alterations in its size. The 
identity of the amateur heraldist who 
designed the seal these 40 years ago is 
unknown to us (and if any reader can 
enlighten us we shall be grateful to 
him). 

The design which first appeared on the 
magazine was actually a modified version 
of a yet earlier design of oval shape, 
which was employed on the front cover 
of the early Year Books of the Insti- 
tute. The oval design contained consid- 
erably more detail than the modified 
versions later used on the magazine. The 
shield, with its scales of justice, its pen 
of knowledge, and its beaver of industry, 
were all there, but they were much more 
surely a scales, a pen, and a beaver, than 
on the later designs. On the oval seal, 
however, there were no stars for the Pro- 
vincial Institutes, but there were instead, 
lingering on from the Victorian era, in- 
numerable maple leaves, wheat sheaves 
and what appear to have been fleurs de 
lis and roses. There was also, growing 
out of the top of the shield and sup- 
ported by a triangle, a sheaf of enlarged 
maple leaves. 


When the magazine made its initial 
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appearance the seal appeared in a new 
round shape. The scales, pen, and bea- 
ver remained, and stars were added for 
the nine Provincial Institutes, these being 
spaced equally around the scales and pen 
in the upper part of the shield, and the 
whole shield was garlanded with maple 
leaves. The wheat sheaves, fleurs de lis, 
roses, and the sheaf of maple leaves at the 
top, as well as an immense amount of 
detail, were deleted in keeping with the 
simpler artistic concept of the Edwardian 
era. 

The above design was somewhat simp- 
lified again in January, 1949, when the 
garland of maple leaves which sur- 
rounded the shield was removed to give 
greater emphasis to the three symbols on 
the shield itself. By that time, for 


whatever reason, the clarity of the sym- 
bols had become considerably dimmed, 
and we frankly admit that for some time 
we were extremely puzzled as to whether 
the scales of justice were not in fact 


bottles of ink, one no doubt green and 
the other red. Upon the admission of 
the Newfoundland Institute to the 
C.L.C.A. in March 1950 an additional 
star was added to represent it in the 
shield, and this first appeared in August 
1950. 

Now with the change in name of the 
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Association, it has again become neces- 
sary to change the design to insert the 
new name, and advantage has also been 
taken of this necessity to clarify and, it 
is thought, improve the drawing. Read- 
ers can observe the changes for them- 
selves on the front cover. The scales do 
look like scales, don’t they? 


A Compliment 


VERY interesting section of The 

Australian Accountant is entitled 
“Current Taxation” edited by Mr. J. A. 
L. Gunn. In the December 1950 issue, in 
addition to reporting on several Income 
Tax Appeal Board decisions, he has this 
to say by way of general comment,— 

At the risk of impertinence, I should 
like to voice the very highest praise of 
the decisions of the Canadian Board. For 
learning and wisdom, expressed with 
brevity but in limpid sentences, they will 
match those of any tribunal in the British 
Commonwealth. One member of the 
Board usually gives his decisions in French. 
I have found additional pleasure and pro- 
fit in reading the decisions in that lan- 
guage. At first I was forced to derive 
considerable assistance from the English 
translations which accompany these judg- 
ments. Hitherto, my study of French has 
been concerned with pursuits other than 
taxation. 
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Memorandum on 


the Accounting Meaning 


of ‘Inventory Profits” 


By James E. Smyth, C.A. 


A comment with special reference to Bulletin No. 5 
of the C.I.C.A. Committee on Accounting and Auditing Research 





MEANING of “inventory pro- 

fits” is not easily understood and 

unfortunately there have developed two 

quite different interpretations of the term; 

an accounting interpretation and a col- 
loquial interpretation. 

Those who use the term in its collo- 
quial sense may be readily detected. They 
think “inventory profits” have something 
to do with the pricing policy of business 
firms. They bog a discussion down with 
conjecture as to whether prices are set 
at some fixed mark-up above “original” 
cost or at some fixed mark-up above “‘re- 
placement” cost. This memorandum 
hopes to prove that such speculation is 
irrelevant. 


Two Senses 

In its colloquial sense the term “in- 
ventory profits” is taken casually to mean 
those profits that a rising price level 
makes possible. As a matter of fact, even 
in the accounting sense of the term, in- 
ventory profits are a part of the conse- 
quences of a rising price level; but they 
develop in a manner quite different from 
that conceived by those who use the term 
loosely. “Inventory profits” in the ac- 
counting sense are not at all those profits 
that a rising price level makes possible 
through the ability to increase the price 
of goods sold above the usual mark-on 
over original cost. 


It will be better to illustrate rather 
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than talk around the point further. Let 
us suppose a retailer buys at $2.00 an 
article which he intends to resell at $3.00 
(50% mark-on above cost). But prices 
are rising, the market is buoyant, and 
when the time comes for this article to 
be sold, the merchant must pay $2.50 
to replace it. Let us suppose also, as may 
well be the case, that market conditions 
make it possible for him to sell for $3.75 
when in the ordinary course of affairs 
he would have sold for $3.00. Inventory 
profits accountingwise are not 75 cents! 
Instead they arise from the method adopt- 
ed in valuing goods on hand at the end 
of the accounting period. Peculiarly 
enough they relate most directly not to 
goods sold, but to goods on hand. They 
are quite a different element of reported 
income. The 75 cents referred to above 
is over and above inventory profits defin- 
ed in the accounting sense and is not 
included in it. 


The accounting definition of inventory 
profits derives from the fact that the par- 
ticular valuation placed upon year-end 
inventories has a direct bearing on the 
figure for profits for the year. If the 
physical count of closing inventory is 
valued higher by accounting method A 
than by accounting method B, reported 
profits are greater by the very difference 
between the alternative inventory valua- 
tions where method A is used instead of 
method B. 
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The Accounting Meaning of “Inventory Profits” 


The Accounting Sense of the Term 

Inventory profits in the accounting 
sense are the increase in reported income 
which follows exclusively from having 
placed a higher unit cost on the items in 
closing inventory than has been used in 
valuing the opening inventory. If it 
were the practice to use from one year- 
end to the next the same unit costs for 
identical items in inventory, to the ex- 
tent that there was a certain number of 
identical units common to both the op- 
ening and closing inventories, we should 
have eliminated the phenomenon of in- 
ventory profits. (Economists would call 
this a “constant dollar” method of valu- 
ing inventories and the accountant’s ap- 
proach to the problem is either LIFO 
or the base stock method.) 


Actually the accounting methods pre- 
sently in widest use (average cost and 
FIFO) have a different effect. They sub- 
ject the entire volume of goods on hand 
at the end of the year (not just the change 
in volume over the year) to a revalua- 
tion in arriving at the year-end inventory 


COMPARISON OF ACCOUNTING 





225 


valuation. And the unit costs used in 
the valuation are affected by price changes 
over the year. It is at this point that 
the accounting concept of inventory pro- 
fits emerges. 

As a means of distinguishing the ac- 
counting and the colloquial interpreta- 
tions of inventory profits a schedule is 
given below. If the reader can under- 
stand the schedule fully in three minutes, 
he is of superior intelligence; if he can 
follow it in four minutes, he is above 
average; and if it takes him seven min- 
utes he and the writer should be friends. 


It should be pointed out at the outset 
that sales are assumed to be 1,300 units, 
of which 1,000 were acquired at a cost of 
$4.00 each and 300 units at a later time 
at $5.00 each. Replacement cost is as- 
sumed to be unchanged since the date 
purchases at $5.00 were made. Also, to 
simplify the illustration, the inventory 
accounting method at the beginning of 
the period is taken to be the same in all 
three cases, and is varied only in res- 
pect of closing inventories. 


AND COLLOQUIAL DEFINITIONS 


OF INVENTORy PROFITS 














I Il Ill 
Selling price, Selling price, Selling price, 
Original cost Original cost Replacement 
+50% +50% cost +50% 
Inventory Inventory Inventory 
method method method 
LIFO FIFO FIFO 
(a) Sales revenue* — 1,300 units $ 8,250 $ 8,250 $ 9,750 
Deduct cost of goods sold ~ - 
(b) Inventory 1 Jan. 1951 
(1,000 units at $4.00) . 4,000 4.000 4,000 
(c) Purchases for Jan. 1951 
(1,200 units at $5.00) ........ 6,000 6,000 6,000 
(d) = (b) + (c) occ. ~ 10,000 10,000 ~~ 10,000 
(e) Inventory 31 Jan. 1951 
(900 WHEE)? 6o8..:.45:.. 3,600 4,500 4,500 
(f) Cost of goods sold, (d) — (e) 6,400 | 5,500 $a 
(g) Gross trading margin, en eee 
Wap eG irc $ 1,850 $ 2,750 $ 4,250 
(1) (2) (3) 
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* Sales revenue is calculated as follows: 
For cases I and Il: 


Original cost: 1,000 units at $4.00 .. 
300 units at $5.00 .. 


Add 50% 


For case III: 
Replacement cost: 


1,300 units at $5.00 . 


Add 50% 


It is the difference between (1) and 
(2) that represents “inventory profits” 
in the accounting sense; the difference 
between (2) and (3) is an additional 
increase from quite another cause — 
pricing policy — and is “inventory prof- 
its” in the colloquial sense. 

The final figure of $4,250 may now 
be analyzed as follows: 

1. Gross grading margin with (i) 

pricing policy at original cost + 

50% and (ii) LIFO inventory at 

31 January 
2. Inventory profits in the accounting 

sense, being the difference in valua- 

tion of Jan. 31 inventory by FIFO 
and LIFO ($4,500 — $3,600) 
3. Inventory profits in the colloquial 
sense, afising from pricing policy 
and being the difference in revenue 
where goods sold were priced at 
original cost + 50% and at re- 
placement cost +- 50% ($9,750 — 
BiZIO)  saiccssss. E 


900 


1,500 
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$4,000 
1,500 





5,500 
2,750 





$8,250 


$6,500 
3,250 





$9,750 


The purpose of LIFO is to eliminate 
from reported profits the element of in- . 
ventory profits in the accounting sense. 
(If in practice LIFO occasionally runs 
into difficulties, that is another matter). 
Bulletin No. 5 of the Committee on 
Accounting and Auditing Research states 
in its conclusions “Thus, if the selling 
price of the finished product varies con- 
currently with the price of the raw ma- 
terial, the LIFO method of cost deter- 
mination may be appropriate even though 
the goods first received are those first 
disposed of.” (Italics added) The 
writer, not being sure of the answer, 
wishes merely to raise this question: 
Can this be an instance where account- 
ants have appropriated the layman’s def- 
inition of an accounting concept? 


,250 


750 


ate 
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In Interpreting Tax Statutes 


By Erwin N. Griswold, A.M., S.J.D., L.H.D., LL.D. 


Dean, Harvard Law School 


In the U.S.A. the rule of strict 
construction of taxation statutes is moribund or worse 





Fo a long time, death and taxes 
have been regarded as standards of 
inevitability. But there are those who 
believe that death is the preferable of 
the two. “At least’, as one of my 
countrymen recently said, “there is one 
advantage about death; it does not get 
worse every time Congress meets.” 
When I was asked to speak here, I 
found myself greatly puzzled as to a 
suitable topic for my talk. I am not in 
a position to make important disclosures 
of official policy, as in the case of the 
Minister of Finance. As a matter of 
fact, I am under a considerable handi- 
cap, for, despite the fact that I have 
spent more than twenty years in the tax 
field, I know practically nothing about 
the Canadian tax law. I suppose I do 
know something about the United States 
tax laws, but I have found it difficult 
to think that you would be interested 
in a discussion of some of the problems 
arising under the highly technical pro- 
visions of our very complicated statute. 


Formulation of Tax Policy 


You have some very real advantages 
over us. One of these is in the relative 


ease with which you can change your 
An address to the Fourth Tax Conference of the Canadian Tax Foundation, Dec. 1950 
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statute. As I understand it, if the Cab- 
inet agrees, the Minister simply includes 
the changes in the budget. Either the 
tax law is changed in the way proposed, 
except for amendments acceptable to the 
Government, or there is a new election. 
There is little or no opportunity for pub- 
lic consideration of the changes or for 
influence to be brought to bear on them 
through minority parties in Parliament. 
With us, it is very different. Any ma- 
terial change in the tax statute is a matter 
of great difficulty, involving many months 
of labour. There are, first, hearings be- 
fore the Committee on Ways and Means 
of the House of Representatives. Then 
the Committee formulates an elaborate 
report, and the bill goes before the 
House. In recent years, debate in the 
House has been severely limited, so that 
the Committee’s bill is usually adopted 
by the House. Then the bill goes be- 
fore the Senate Finance Committee, which 
holds further public hearings. The Fin- 
ance Committee formulates a report, usu- 
ally amending the House bill extensively. 
This then goes before the Senate, where 
debate is unlimited. There are ordinarily 
further amendments made in the Senate. 
After the Senate adopts its version, then 
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the bill has to be considered by a2 Com- 
mittee of Conference made up of mem- 
bers of both Houses. It is here that the 
final compromises are made. 

This is a very difficult and time-con- 
suming process. I do not recommend it 
to you. On the other hand, I am not 
sure that we would be very happy with 
your system. It does have the merit 
of ease and responsibility but it does not, 
as far as I can see, give the public much 
opportunity to be heard. 

In what I have said, and in what I 
am about to say, I know that you will 
understand that I am not here trying 
to tell you how you should handle your 
own affairs. I know that there are fac- 
tors here which are not familiar to me. 
I have no doubt that your way is best for 
you. On the other hand, it is inevitable 
that my presentation to you should rest 
upon my own background, and that, as 
far as taxes are concerned, consists al- 
most exclusively of work with the United 
States tax law, and before the United 
States administrative offices and courts. 

With all of these things in mind, I 
have finally decided to try to give a few 
remarks about the proper function of 
courts in the interpretation of taxing 
statutes. It has seemed to me that these 
observations, based primarily on our ex- 
perience, might be of some interest to 
you. On the whole, the developments 
in the interpretation of our law which 
I shall outline to you have seemed to me 
to be good, and indeed, necessary de- 
velopments. Whether they would be 
good for Canada, I leave entirely to you. 


The Classic View 


I suppose that the classical statement 
on the interpretation of taxing statutes 
is that found in the judgment of Lord 
Cairns in Partington v. Attorney General 
(1869), L.R. 4 H.L. 100. The case in- 
volved stamp duty in connection with 
the administration of an estate. In the 
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course of his judgment, Lord Cairns 
said: “. . . if the Crown, seeking to re- 
cover the tax, cannot bring the subject 
within the letter of the law, the subject 
is free, however apparently within the 
spirit of the law the case might other- 
wise appear to be. In other words, if 
there be admissible, in any statute, what 
is called an equitable construction, cer- 
tainly such a construction is not admis- 
sible in a taxing statute, where you can 
simply adhere to the words of the 
statute.” 

Perhaps it is not inappropriate for me 
to observe that the tax in this case was 
sustained. 

This rule of literal construction of 
taxing statutes was at first accepted by 
the Supreme Court of the United States 
under the income tax law which became 
effective in 1913. One of the early 
cases under that statute was Gould v. 
Gould, 245 U.S. 151, decided in 1917. 
The basic question in the case was wheth- 
er alimony was taxable to the wife as 
income. In reaching the conclusion that 
it was not taxable as income (a con- 
clusion which has since been changed 
by statute), the Court said: “In the in- 
terpretation of statutes levying taxes it is 
the established rule not to extend their 
provisions, by implication, beyond the 
clear import of the language used, or to 
enlarge their operations so as to embrace 
matters not specifically pointed out. In 
the case of doubt they are construed 
most strongly against the Government, 
and in favour of the citizen.” 

This is an appealing doctrine. It is 
surely understandable that it was accepted 
at the time of Partington v. Attorney 
General, and even at the time of the 
decision in Gould v. Gould. In this 


connection, I may point out that the tax 
involved in that case, for the years 1913 
and 1914, was at the rate of two percent. 

During the nineteen twenties, this rule 
was relied upon hundreds of times by 
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lawyers in their briefs in tax cases, and 
was frequently accepted by courts with 
little or no further thought or question. 


Autres Temps, Autres Mceurs 


However, in more recent years exper- 
ience has shown that this rule is not one 
which can be accepted with generality. 
I would like to suggest three reasons why 
the rule of literal construction of taxing 
statutes is not one which should be ac- 
cepted invariably by courts today, and 
then to run briefly through a number of 
decisions in which the Supreme Court of 
my country has proceeded on a somewhat 
different basis. 

First, the problem is not as easy as 
Lord Cairas and Mr. Justice McReynolds 
made it appear to be. Words, even 
statutory words, are in fact an imperfect 
and often uncertain means of conveying 
thought. It is very rare indeed, if ever, 
that language can be written which is 
incapable of construction. There can 
rarely be a “‘literal’” meaning beyond 
possibility of question. In the words of 
Mr. Justice Holmes in Towne v. Eisner 
(1918), 245 U.S. 418: “A word is not 
a crystal, transparent and unchanged, it 
is the skin of a living thought and may 
vary greatly in colour and content ac- 
cording to the circumstances and the 
time in which it is used.” 


Second, under modern conditions, it 
can very frequently be said that no con- 
struction of a particular taxing provision 
is actually in favour of taxpayers gen- 
erally. Many provisions in an income 
tax statute, for example, work both ways. 
What is favourable to one taxpayer, may 
be unfavourable to another. For example, 
in Gould v. Gould itself, the decision 
that the alimony was not taxable to the 
wife produced by almost necessary con- 
sequence the result that the same alimony 
was not deductible by the husband. We 
must be very careful that decisions on 
such matters do not go simply by a rule of 
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thumb in favour of the taxpayer who 
happened to appear first in court. 


Third, as far as taxes afte concerned, 
the nineteenth century, and even 1917, 
were far simpler times than we are living 
in today. A rule which may well have 
been a very fine one when applied to 
nominal stamp duties or to a two per- 
cent income tax may be wholly inap- 
propriate under the conditions of today. 
In the fiscal year of 1917, the total fed- 
eral revenue raised in the United States 
was less than one and one-half billion 
dollars. We are now headed towards an 
annual revenue of perhaps sixty billion 
dollars, or forty times as much. When 
tax rates are small, it makes little dif- 
ference if an occasional taxpayer escapes 
the burden of the tax because of some 
literal imperfection in the statute. When 
tax rates are very high, equality of the 
burden among taxpayers becomes a matter 
of great importance. The rule of strict 
construction may be a luxury which the 
public cannot afford, and which may lead 
to gross and shocking inequities in the 
sharing of the tax burden. 


Some Recent U.S. Cases 


One of the first cases in which these 
questions were recognized was Burnet v. 
Guggenheim (1933), 288 U.S. 280. That 
case arose under our gift tax law. The 
taxpayer there had created a revocable 
trust before there was any gift tax. After 
the gift tax went into effect, he released 
his power to revoke the trust. That is 
all he did. He made no other transfer 
of the property. There was nothing in 
the gift tax statute which dealt with this 
specific question. It simply imposed the 
tax on a “transfer of property by gift’. 

In the Supreme Court, the taxpayer 
relied strongly on the argument that the 
statute should be construed in his favour, 
and that if he did not come within the 
letter of the statute no tax was due. 
However, the Court, through Mr. Jus- 
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tice Cardozo, felt that this argument 
should not prevail. The difficulty was 
that a decision in favour of this taxpayer 
would be, in substance, a decision against 
another taxpayer who might create a re- 
vocable trust while the gift tax was in 
effect. Mr. Justice Cardozo said, “The 
construction that is liberal to one tax- 
payer may be illiberal to others.” Of 
course, it is conceivable that it might be 
held that neither the creation of a re- 
vocable trust nor the release of the power 
to revoke would constitute a taxable gift. 
However, that would obviously open a 
wide avenue of avoidance. The Court 
did not feel that Congress contemplated 
such a result. Under the circumstances, 
it felt that it must decide which of these 
events was the taxable transfer. When 
looked at in this view, it is not difficult 
to see that a termination of the power 
to revoke is the time when the property 
is really transferred. 


The same point was made by Judge 
Learned Hand, probably our greatest 
Federal judge at this time, in Commis- 
sioner V. Morris (1937), 90 F. 2d 962, 
964, (C.C.A. 2d). I will not take time 
to outline the precise question which was 
before the Court in that case. It involved 
the taxation of the income from a trust. 
In reaching his decision, Judge Hand 
said: “I cannot see that the canon of in- 
terpretation which bears against the 
Treasury in tax statutes should influence 
us; it so happens that Mr. Morris will 
have a deficiency to pay in this case, but 
it is impossible to say that either inter- 
pretation will in the end favour taxpay- 
ers; sometimes they will gain, some- 
times they will not.” 


No Exaltation of Artifice 


The next case which I wish to mention 
to you is a rather technical one. It is the 
case of Gregory v. Helvering (1935), 
293 U.S. 465. It arose under the rather 
intricate reorganization provisions of our 
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taxing statute, under which no gain or 
loss or other income is recognized on 
transfers which meet the statutory defini- 
tion of a corporate reorganization. 


In the Gregory case, the taxpayer own- 
ed all the stock of the A company. 
Among the assets of the A company were 
certain securities of considerable value. 
The taxpayer wanted to get these securi- 
ties into her own name. Obviously, how- 
ever, a simple distribution of them to 
her would have been a taxable dividend. 
So, she undertook to carry out a cor- 
porate reorganization which literally met 
all the requirements of the statute. She 
caused a new corporation to be organ- 
ized. Then the A corporation transferred 
the securities to the new corporation, 
and the stock of the new corporation was 
issued to the taxpayer. A few days later 
the new corporation was liquidated and 
the wanted securities were transferred to 
the taxpayer. 


All of this had been done for the 
sole purpose of getting the securities into 
the taxpayer’s hands. It complied liter- 
ally with the terms of the statute, for 
s. 112(i)(1) of the Revenue Act of 
1928 provided that “the term ‘reorgan- 
ization’ means . . . (B) a transfer by a 
corporation of all or a part of its assets 
to another corporation if immediately 
after the transfer the transferor or its 
stockholders or both are in control of 
the corporation to which the assets are 
transferred, ....” 


In the lower Courts, the United States 
Circuit Court of Appeals for the Second 
Circuit, in New York, it was held that 
the transaction did not come within the 
purport of the statute, even though it 
was within its literal meaning. In reach- 
ing this result, Judge Learned Hand said: 
“It is quite true as the Board [of Tax 
Appeals] has very well said, that as the 
articulation of a statute increases, the 
room for interpretation must contract; 
but the meaning of a sentence may be 
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more than that of the separate words, 
as a melody is more than the notes, and 
no degree of particularity can ever obviate 
recourse to the setting in which all ap- 
pear, and which all collectively create.” 

This conclusion was affirmed by the 
Supreme Court. It held the transaction 
taxable. In doing so, it said: “The rule 
which excludes from consideration the 
motive of tax avoidance is not pertinent 
to the situation, because the transaction 
upon its face lies outside the plain intent 
of the statute. To hold otherwise would 
be to exalt artifice above reality and to 
deprive the statutory provision in ques- 
tion of all serious purpose.’” Thus, the 
Gregory case established that a transac- 
tion would not come within the statutory 
provision, despite compliance with its 
literal meaning, unless it involved a 
genuine business purpose. This clearly 
introduces some uncertainty into the ap- 
plication of the statutory language. But 
it also recognizes that the statutory lan- 
guage must be given an effective con- 
struction in accordance with the obvious 
basic purpose of Congress. 


Resolving Doubts 

The next case which I would mention 
to you is White v. United States (1938), 
305 U.S. 281, 292. In that case, the 
question was whether a gain derived 
when a corporate bond was paid off at 
maturity was a gain on the “sale or 
exchange” of the bond. Once again, 
it was argued on behalf of the taxpayer 
that all doubts should be resolved in 
favour of the citizen. The transaction 
of payment simply wasn’t a “‘sale or ex- 
change”. But Mr. Justice Stone gave 
this contention short shrift. He said: 


“We are not impressed by the argument 
that, as the question here decided is 
doubtful, all doubts should be resolved 
in favour of the taxpayer. It is the func- 
tion and duty of courts to resolve doubts. 
We know of no reason why that function 
should be abdicated in a tax case more 
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than in any other case where the rights 
of suitors turn on the construction of a 
statute and it is our duty to decide what 
the construction fairly should be.” 

There are two further cases that I 
would like to mention to you, both de- 
cided in 1940. 

The first of these is Helvering v. 
Horst, 311 U.S. 112. In that case, a 
taxpayer was the owner of a corporate 
bond. Shortly before the interest date, 
he cut the interest coupon from the 
bond, and gave it to his son. There- 
after, the son collected the coupon when 
it was due. The question was whether 
the income which the coupon represented 
was taxable to the father or to the son. 
I understand that this is a question which 
is expressly covered in your statute. How- 
ever, there was nothing in our law which 
specifically dealt with it. The nearest 
statutory provision was the general lan- 
guage of s. 22(a) of our Code, which 
simply taxes the income “of every in- 
dividual” to him. Once again, the Court 
was not impressed by the fact that there 
was no clear or specific statutory pro- 
vision imposing the tax on the donor in 
such a case. It felt that the taxpayer 
had derived sufficient benefit from the 
control of the income through diverting 
it to his son to make it proper to tax 
the income to him. As Mr. Justice Stone 
said, ‘Common understanding and exper- 
ience are touchstones for the interpreta- 
tion of the revenue laws.” 


A Decision 
Which Created Consternation 

The next case, and the last one which 
I shall outline to you, is the rather fa- 
mous and leading case of Helvering v. 
Clifford, 309 U.S. 331, also decided in 
1940. This case involved the income 
of a trust. A man had created the trust 
for his wife. He made himself trustee. 
The trust was irrevocable, but by its 
terms it had a duration of only five years. 
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At the end of the five years, the corpus 
of the trust reverted to the husband 
outright. During the five years, he had 
discretion either to pay the income to the 
wife or to accumulate it for her. Any 
undistributed income at the end of the 
five-year period had to be paid to the 
wife outright. The trust was not a 
sham, but it was a short-term irrevocable 
trust created by a husband for his wife, 
with the husband as trustee. 


There was nothing in our statute, and 
there is not now, which expressly taxed 
such income to the husband. There is 
a section under which the income of a 
revocable trust is taxable to the grantor, 
but this also applied where the income 
may be used for the benefit of the grant- 
or. But this was not a revocable trust, 
and the income for the five-year period 
could not be used for the benefit of the 
grantor. It must go, not later than the 
end of the five-year period, to the wife. 
The trust was created in the confident 
anticipation that the income would be 
taxable to the wife and not to the hus- 
band. 

However, when the case came to the 
Supreme Court, the decision was that the 
income was taxable to the husband. This 
created a certain amount of consternation 
at the time, but I think it is now accepted 
without serious question. The Court held 
that under the circumstances the hus- 
band was in substance the owner of the 
property. The Court felt that the gen- 
eralized language of s. 22(a) was suf- 
ficient. For taxing purposes, the husband 
remained “the owner of the corpus”. 


Strict Construction Dead in U.S.A. 


These decisions, and I could add many 
more, show that the old time rule of strict 
or literal construction of taxing statutes 
is a thing of the past in the United 
States. Instead of regarding itself as a 
merely mechanical applier of plain lan- 
guage, the Court has felt that it was its 


proper function and duty to undertake 
to construe the language so as to get to 
the basic meaning of Congress. It has 
recognized that it is not feasible to spell 
out in detail all the possible situations 
which may eventually be presented to 
courts. On many subjects, Congress must 
and should speak in rather general terms, 
and it then becomes the function of the 
courts to give those terms vitality, to 
interpret them in such a way, as applied 
to specific situations, as will best effec- 
tuate a basic and general objective of 
Congress, which is to raise revenue under 
a fair and equitable taxing system. 


Courts Must Exercise Discretion 


This places a grave responsibility on 
the courts, and one which it is by no 
means easy for them to meet. I do not 
think that it is fair or accurate to say that 
it makes the courts into a legislature, or 
indeed into a super-legislature. The no- 
tion that courts act merely mechanically, 
and have no function but to declare the 
law as it has been enacted by the legisla- 
ture is not one which will withstand 
analysis. It is inevitable that the courts 
will have to exercise discretion and judg- 
ment. Indeed, that is what they are for. 
It is true that their discretion will be 
effective over much narrower points than 
that of the legislature; and it is also true 
that the basic policy decisions must be 
made by the legislature. 


This was well put by Mr. Justice 
Frankfurter in a Cardozo lecture deliv- 
ered before the Association of the Bar 
of the City of New York in 1947. This 
was entitled “Some Reflections on the 
Reading of Statutes” (47 Col. L. Rev. 
527, 534). In the course of his re- 
marks he said: 

The vital difference between initiating 
policy, often involving a decided break 
with the past, and merely carrying out of 
formulated policy, indicates the relatively 
narrow limits within which choice is 
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fairly open to courts and the extent to 
which interpreting law is inescapably 
making law. . . . There are varying 
shades of compulsion for judges behind 
different words, differences that are due 
to the words themselves, their setting in 
the text, their setting in history. In 
short, judges are not unfettered glos- 
sators. 

This duty of courts to exercise judg- 
ment stands out clearly in the construc- 
tion of taxing statutes. The fact that 
they do this may introduce an element 
of uncertainty into the taxing law. It 
does mean, in the United States, that 
tax lawyers have to know not only what 
the law is now, but should have a good 
basis for judgment as to the developments 
which may occur in the future. The tax 
advisor with us has to keep his client 
from engaging in transactions which 
though apparently within the literal 
terms of the statute are so doubtful, or 
so artfully contrived, that he feels that 
they will not stand the eventual scrutiny 
of the courts. I have no doubt that this 
has contributed greatly toward the ob- 
jective of a fairer and more equitable tax 
system. 


Is U.S. View Applicable to Canada? 

Whether this development has any ap- 
plication for Canada, I do not know. I 
find myself wondering, though, whether 
you will not have to experience some of 
the same sort of participation by the 
courts in the working out of the details 
in your taxing statutes. 

For many years we were told that the 
reason the Canadian tax system was such 
an excellent one was because it provided 
for the exercise of discretion by the ad- 
ministrative authorities on a very large 
scale. We were told that your tax of- 
fictals were of very high calibre, and that 
because they exercised their great powers 
wisely you were able to administer sound- 
ly a relatively rigid taxing statute. 

As I have looked at Canadian tax 
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cases, I have come across a number 
which, it seems to me, might have yielded 
to this approach. I speak with great 
diffidence, for I am really not qualified 
to speak about Canadian tax law. But 
these are both decisions which strike 
me as ones in which the courts might 
have looked to the larger meaning of the 
statute instead of to its literal words. 


E.g., the Trapp Case 

The first of these decisions is Trapp 
v. Minister of National Revenue (1946), 
Ex. C.R. 245. You are undoubtedly 
familiar with this case so I will not 
undertake to state it to you. As I see 
it, the Court there felt that the words 
“annual net profit . . . received” were 
so clear that they could not be applied 
to an accrual system of accounting, de- 
spite the obvious practicalities of the situ- 
ation and long continued and widespread 
practice. I must confess that, to me, the 
word “received” is not as clear as this, 
particularly when applied to such a con- 
cept as “net profit” in the context of a 
taxing statute. This is a situation, it 
seems to me, where an organic construc- 
tion might have been well warranted. 

It is true, as I understand it, that that 
result has since been changed by statute. 
You may well say that this is the way 
to handle these problems. If the lan- 
guage is too narrow when read literally 
the court should leave it alone and let 
Parliament deal with the problem. But 
how about all of the past cases? Under 
the decision in the Trapp case many 
thousands of tax returns must have been 
wrong. I cannot believe that they were 
all revised in accordance with the de- 
cision. I find it difficult not to suspect 
that the Trapp decision must have been 
honored in the breach in a great many 
cases. And where it was followed and 
applied, the problems involved in a 
change from an accrual basis to a cash 
basis, and then back to an accrual basis 
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after the adoption of the statute, must 
have been very difficult indeed. All of 
this, as I see it, might very readily have 
been avoided, and with advantage to all 
concerned, by a recognition of the fact 
that the word “received” when used in 
a taxing statute is necessarily a word of 
rather complex meaning. 


And the Supreme Court Too! 


The other case which I would mention 
here is Minister of National Revenue v. 
Great Western Garment Company Ltd., 
[1949] C.T.C. 343, decided by the Su- 
preme Court of Canada, just a little over 
a year ago. That decision actually in- 
volves the construction of an order in 
council rather than of a statute, but I do 
not think that the principle is different. 
The order undertook to prevent the de- 
duction of any salaries which constituted 
an increase in rate above salaries which 
were being paid when the order in coun- 
cil went into effect. In this case, the 
company had entered into agreements 
to pay salaries free of income tax. Con- 
sequently, when tax rates went up, the 
overall payment was increased. The 
Court held, with a close division, that 
the increased payment was deductible. 
This strikes me as (a) an undesirable 
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result when the realities of a war-time 
economy are taken into account, (b) a 
result which is hardly fair to the great 
mass of other persons who complied with 
the spirit of the order, and (c) a result 
which was by no means necessary or 
inevitable, and which might have been 
avoided if the Court had felt more free 
to take a broader view of its function 
in construing the provision before it. 


A number of years ago, my predeces- 
sor, James M. Landis, wrote a brilliant 
article on ‘‘Statutes and the Sources of 
Law”. For us, I think that he was 
prophetic when he wrote: “The present 
attitude responsible for our cavalier treat- 
ment of legislation is certain to be a 
passing phenomenon. The consciousness 
that the judicial and legislative processes 
are closely allied both in technique and 
in aims will inevitably make for greater 
interdependence in both . . . Grammatical 
interpretation is giving way to functional 
construction.” 

It may be that the Bar and the ac- 
counting profession can make a signifi- 
cant contribution to the development of 
the tax law by recognizing that the courts 
have a greater function in the construc- 
tion of the taxing statutes than was gen- 
erally recognized a generation ago. 
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Taxation Statutes: 





Strict or Functional Interpretation? 


By Stuart Thom, B.A., LL.B. 


Will Canadian Courts follow the example of Britain 
or the U.S.A. in their approach to taxation statutes? 





JEAN GRISWOLD’s approach to the 
interpretation of taxing statutes will 
not surprise those who have been follow- 
ing legal developments in the tax field. 
His philosophy is nevertheless disturbing 
and unwelcome to many lawyers and no 
doubt to many accountants. Until the 
last decade there was an unbroken line 
of judicial authority in Canada and Great 
Britain supporting the proposition that a 
taxing Act must be strictly interpreted. 
Frequently the Courts went to great 
lengths — some would say to extremes — 
to protect the devices of wealthy tax- 
payers for avoiding the full impact of 
the law. It was said repeatedly that a 
man was entitled to order his affairs so 
as to pay the minimum amount of tax 
required by the law and that the Courts 
would neither assume, nor find in the 
words of the legislation, an intention 
by Parliament to levy a dollar of tax 
beyond what was imposed by explicit 
words. The able and penetrating discus- 
sion by Melville Pierce in the issue of 
The Tax Review for October, 1950, of 
the success which attended the efforts of 
the Vestey family to mitigate tax to which 
it was exposed, shows the type of case 
and the manner in which the strict con- 
struction rule has been applied. 


An ironic footnote to the vigour of 
the language used on occasion by Judges 
in defence of taxpayers is the reflection 
that the onus is always on the taxpayer 
to show why he should not pay taxes. 
The Crown has no obligation in the first 
instance to prove that tax is payable, but 
by the simple administrative process of 
issuing a notice of assessment places it- 
self in a position of incalculable ad- 
vantage. The obligation on the taxpayer 
to negative the prima facie liability is a 
potent counter-balance to any embarrass- 
ment which may be caused the Crown 
by the principles of interpretation fol- 
lowed by the Courts. 


Autres Temps, Autres Mceurs 


Dean Griswold suggests that the rule 
of strict interpretation is no longer en- 
titled to its former dominant position. 
In so arguing he is applying to the law 
of taxation a philosophy which prevails 
in many other fields, such as health, la- 
bour, and family and social welfare. 
Since the beginning of the century there 
has been an increasing realization of the 
interdependence of all the citizens of the 
State, and the individual is no longer 
permitted to conduct his affairs as though 
he alone could determine to whom he 
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was responsible and to what extent. 
Moreover, the immense extension of the 
activities of government requires a great 
deal of money. Parliament in this 
country, as well as in Great Britain, 
although not to the same extent, is com- 
mitted to the policy of levelling out in- 
equalities of wealth. These may be rather 
obvious comments. The cumulative ef- 
fect is that the law of taxation no longer 
stands on the same footing as other leg- 
islation, such as the Wills Act, which 
govern the rights and property of the 
individual. Taxation has become the 
engine of a vast programme of social 
change to say nothing of the enormous 
cost of providing a defence against ag- 
gression. Principles which were devel- 
oped at a time when taxation was on 
the scale required for only a modest 
establishment of government will not 
survive unless justified by reasons of cur- 
rent value. 


The extent to which considerations 
such as the foregoing have influenced 
judicial thinking in Great Britain is ex- 
emplified by the following remarks of 
Lord Simon, L.C. in Latilla v. Inland 
Revenue Commissioners [1943] A.C. 
377. The Lord Chancellor said: 


My Lords, of recent years much ingen- 
uity has been expended in certain quarters 
in attempting to devise methods of dis- 
position of income by which those who 
were prepared to adopt them might enjoy 
the benefits of residence in this country 
while receiving the equivalent of such in- 
come without sharing the appropriate bur- 
den of British taxation. Judicial dicta 
may be cited which point out that, how- 
ever elaborate and artificial such methods 
may be, those who adopt them are “en- 
titled” to do so. There is, of course, no 
doubt that they are within their legal 
rights, but that is no reason why their 
efforts, or those of the professional gentle- 
men who assist them in the matters, should 
be regarded as a commendable exercise of 
ingenuity or as a discharge of the duties 
of good citizenship. On the contrary, one 
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result of such methods, if they succeed, is 

of course to increase pro tanto the load of 

tax on the shoulders of the great body of 

good citizens who do not desire, or do not 

know how, to adopt these manoeuvres. 

The underlying reasons which were 
considered to justify the principles ex- 
pressed by the House of Lords in the 
case of Partington v. Attorney General, 
referred to by Dean Griswold, are not 
set out in the judgments because they 
were taken for granted. Taxation was 
regarded as an evil, necessary but not 
to be encouraged, and the individual was 
not considered to have any extensive 
obligation to the community around him. 
This was the accepted thinking of men 
in whom the spirit of 19th century 
laissez-faire still burned brightly. The 
liberties of the individual included then 
a great many things that are not included 
today. Taxation was regarded, quite 
rightly, as a potent threat to such rights 
of the individual as the full enjoyment 
of what he had earned or inherited. 
Today, those who seek to maintain such 
ancient liberties have a very small au- 
dience indeed. If the rules developed 
in the last half of the 19th century are 
to survive into the last half of the present 
century, they will require more persuasive 
reasons. 


A Greater Evil 

One possible reason is the contention 
that the Courts by adopting a functional 
interpretation of tax legislation thereby 
promote the socially desirable result that 
no particular individual shall escape pay- 
ment of tax because of some scheme or 
device. It is assumed that Parliament 
meant to impose its taxes equitably upon 
all and accordingly it is said that the 
Courts are at liberty so to interpret the 
law that none escape by a trick. Mr. 
Pierce in his article already referred to 
quoted from a judgment of Lord Norm- 
and in the House of Lords, who raised 
this argument so that he might reject it, 
and said: 
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Tax avoidance is an evil, but it would 
be the beginning of much greater evils if 
the Courts were to overstretch the language 
of the statute in order to subject to taxa- 
tion people of whom they disapproved. 
Lord Normand’s argument is unas- 

sailable provided there is agreement on 
what constitutes tax avoidance. To him 
it meant going through a gap in the law 
as devised and written by Parliament. 
There is nothing more misleading, how- 
ever, than to use the language apt for 
the description of a brick wall when 
dealing with ideas. A brick wall is a 
physical thing with qualities and dimen- 
sions about which there can be no dis- 
pute. Ideas and concepts are something 
else altogether and the resemblance be- 
tween a tax law and a brick wall with 
holes in it is not too helpful. The law 
is words, which are ideas, and, as Dean 
Griswold points out, are not unchanging 
but vary in content according to the cir- 
cumstances. The gap in the law through 
which the Vesteys, for example, passed 
to escape taxation existed because the 
ultimate appeal court said that it was 
there. The Judges of several other courts 
had said ‘that it was not there, but they 
did not have the last word. The House 
of Lords put limits on ideas which Par- 
liament had expressed in certain words 
and as a result tax avoidance within the 
law was possible. 


The Borderline Case 

Legal tax avoidance (as distinguished 
from illegal avoidance by such means as 
false statements) is essentially a problem 
of the borderline case. Until the day 
arrives, probably not too far distant, 
when the Government takes everything, 
there will be unavoidably cases which 
will tip one way or another according 
to the opinion of one or more Judges. 
There may be. occasions when, conscious- 
ly or otherwise, the judicial mind will 
be influenced by feelings of disappro- 
bation of the activities of the taxpayer 
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whose affairs are under review. For that 
matter, there is no presumption that tax 
avoidance as understood by, for example, 
Lord Normand, will invariably arouse 
the ire of the court. In England, at 
least, judgments can be found which 
suggest that the ingenuity of the tax- 
payer’s scheme and the subtlety of the 
arguments supporting it were being ap- 
plauded. It is doubtful, however, if 
there is any judgment in which it was 
said specifically that because the court 
did not like what the taxpayer was doing, 
it proposed to stretch the law to defeat 
his purpose. The expressed intention 
is always to determine the true meaning 
and effect of the words of Parliament 
and only incidentally to suppress tax 
avoidance. Lord Normand’s reason for 
preferring the strict approach to the 
problems of interpretation cannot be re- 
garded as an adequate answer. 


Taxation Is a Practical Matter 

Another reason develops from the 
consideration that taxation is a practical 
matter and that there is much to be said 
for approaching a tax Act from that 
point of view. This has been done in 
a recent article which appeared in the 
Tax Law Review of January 1951. The 
author, Mr. Robert N. Miller of Wash- 
ington, D.C., has been closely associated 
with both the practice of tax law and 
the study and preparation of tax legisla- 
tion. Now in private practice, he was 
for some years United States Solicitor 
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for Internal Revenue and in that office 
gained an approach to tax problems 
which is invaluable in any discussion of 
them. The title of the article is ‘Fed- 
eral Courts as Makers of Income Tax 
Law”, and the gist of his remarks is 
that the Courts should be chary of ex- 
tending the application of the law beyond 
the limits clearly imposed by the words 
of the statute. Mr. Miller directs his 
arguments against the tendency of the 
court either to make difficulties for the 
would-be tax-avoider, or to attempt to 
resolve divergencies between the written 
law and business and accounting ideas. 


The reasons which he gives to support 
a policy of strict interpretation are as 
follows: In the first place, when the 
Courts make a new rule in the course 
of interpreting legislation, that rule un- 
avoidably becomes retroactive to the time 
when the legislation was passed, a result 
which can frequently have severe and 
unfair results. Congress, however, can 
set a date for the commencement of 
such changes as it is responsible for, so 
that a minirhum of disturbance will be 
caused by the amendment. Secondly, it 
is most difficult to forecast the effect of 
contemplated business transactions when 
the Courts consider themselves free to 
make retroactive changes in the rules 
which govern the statutes to correct what 
they consider to be deficiencies in the 
text of the law. Finally, a tax law is not 
necessarily intended to run hand in glove 
with business and accounting ideas or 
practices, or to give exact justice or re- 
tribution to all taxpayers. Its prime 
purpose is to divert a very large and 
steady flow of money into the public 
purse in as simple and direct a way as 
possible. This is a task which requires 
techniques and rules which must be close- 
ly integrated and which are designed to 
deal with the great body of taxpayers 
who will comply with the law, if they 
can understand it. To do this, the lan- 


guage of the law must be capable of 
being understood without anxious study 
of numerous and complicated legal de- 
cisions and Congress must sometimes take 
the calculated risk that some taxpayers 
will enjoy a benefit which in good con- 
science they should not have. 


Mr. Miller invites his reader to put 
himself in the position of chairman of 
a tax committee of Congress and from 
that vantage point to choose between the 
contrasting policies of tax legislation. On 
the one hand there is the policy of draw- 
ing a clear, sharp line in the statute 
between what is taxed and what is not 
taxed; on the other, to draft relatively 
vague principles which will not acquire 
their full or final significance until passed 
on by the Courts. The clean-cut law 
will produce the revenue which it is es- 
timated it will produce because of the 
tax-complying habits of the vast majority 
of citizens. It will also play into the 
hands of ingenious tax evaders until such 
time as Congress deals with them by 
appropriate amending legislation. The 
law made up of principles, however, 
leaves taxpayers in a degree of uncertain- 
ty which is unwarranted in tax legisla- 
tion and at the same time plays into 
the hands of the bold transgressor who 
finds its very vagueness to be his pro- 
tection. 


A Question of Emphasis 

The purpose of this article has been 
no more than to present a few more 
or less relevant comments on Dean Gris- 
wold’s approach to the interpretation of 
tax legislation. One point which be- 
comes apparent in any consideration of 
the problem is that the difference between 
the strict and the functional interpretation 
is one of emphasis and degree rather than 
a fundamental difference. There are oc- 


casions when a Court will have to read 
something into the statute in order to 
make it workable. 


There are other oc- 
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casions when the statute as it reads is 
quite workable provided the Court is 
prepared to approve the consequences. 
A study of the reported decisions is of 
interest as a possible indication of a 
trend in judicial thinking. Dean Gris- 
wold indicates that there is a distinct 
trend in the thinking of the Judges of 
the Supreme Court in the United States 
toward the liberal or functional inter- 
pretation of the income tax provisions 
of the Internal Revenue Code. There is 
reason to believe that a similar trend 
exists in the Canadian Courts. 


To illustrate such trend reference can 
be made to three cases. The first is that 
of Pioneer Laundry & Dry Cleaners Ltd. 
v. Minister of National Revenue, which 
came before the Supreme Court of Can- 
ada in 1938 and which is reported in 
[1939] S.CR. 1. 


The Pioneer Laundry Case 

The taxpayer there had resorted to 
the device of re-incarnating itself so that 
it might once again be in a position to 
claim depreciation in respect of assets 
which had been fully depreciated by a 
predecessor company of the same name 
and carrying on the same business. The 
Minister asserted that his discretionary 
control over depreciation was wide en- 
ough to justify the disallowance of a 
claim to depreciation which appeared to 
lack business reality. The Minister was 
upheld in the Exchequer Court and again 
in the Supreme Court by a majority of 
the Judges there. The following quota- 
tion from the judgment of Mr. Justice 
Hudson, who wrote the majority opin- 
ion, is most interesting. He said: 

It would seem fairly plain that it was 
the intention of Parliament that there 
should be no depreciation allowance un- 
less the Minister in his sole discretion 
decided that there should be. There is 
nothing anywhere to indicate the prin- 
ciple or basis on which the depreciation 
allowance is to be ascertained. It might 


vary according to different accounting 
methods, different economic theories, dif- 
ferent general business conditions in the 
country. Nor is there anything in the 
statute which denies a right in the Min- 
ister to look beyond the legal facade for 
the purpose of ascertaining the realities 
of ownership or the possibilities of schemes 
to avoid taxation and it would. seem to 
be that it was the intention of Parliament 
that the Minister and he alone could 
properly estimate these different factors. 


Dean Griswold would find this ap- 
proach to a tax Act quite in line with 
the trend of thinking which he sup- 
ports. The Privy Council, however, 
overruled the Supreme Court and set 
limits to the area within which the 
Minister could exercise his discretion 
which were narrower than those which 
were acceptable to the Supreme Court. 
The taxpayer's argument had been that 
a mew company had acquired assets in 
respect of which it had enjoyed no al- 
lowance for depreciation. It is a well- 
known fiction of English common law 
that a corporation is an entity separate 
and distinct from those who incorpor- 
ated it. This fiction was quite as well 
known to the Supreme Court as to the 
Privy Council. The disagreement be- 
tween them was with respect to its ap- 
plication. The Supreme Court regarded 
it as one of the factors which Parlia- 
ment intended the Minister to bear in 
mind in the course of exercising his 
discretion. The Privy Council held that 
the discretion only operated on the basis 
that the fiction was the starting point for 
the determination of the taxpayer's rights 
under the statute. 


Turning back to Dean Griswold’s re- 
marks, it seems incontrovertible that the 
Supreme Court of Canada when called 
upon to give practical application to the 
simple phrase in the statute “such reason- 
able amount as the Minister may allow 
for depreciation” felt that “its proper 
function and duty was to undertake te 
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construe the language so as to get the 
proper meaning of Parliament’. 


The Security Transfer Tax Case 


The next case is that of Canada China 
Clay Lid. v. Hepburn, Treasurer of the 
Province of Ontario [1945] S.C.R. 87. 
The appeal there was from a demand by 
the Province for security transfer tax. 
The statute imposed a tax upon every 
change of ownership consequent upon the 
sale, transfer or assignment of a security 
made or carried into effect in Ontario. 
In the circumstances of the case before 
the Court there had been no actual change 
of ownership of securities from the ap- 
pellant company to any other person. 
Mr. Justice Hudson, again speaking on 
behalf of the majority, said that there had 
been a distribution of certain shares on 
behalf of the appellant company and that 
this in fact amounted to a change of 
ownership within the meaning of the 
statute and the regulations thereunder. 

This case is of particular interest be- 
cause the dissenting minority rested their 
opinion in favour of the taxpayer upon 
the very case of Partington v. Attorney 
General which is the historical founda- 
tion of the rule of strict construction. 
Once again, the Supreme Court saw fit 
to adopt a liberal construction of a tax- 
ing statute despite the renewed emphasis 
on strict construction which had been 
given by the Privy Council a few years 
earlier in the Pioneer Laundry case. 


The Trapp Case Questioned 

The third decision is one which has 
just been rendered by Mr. Justice Gra- 
ham, the former chairman of the In- 
come Tax Appeal Board, in the case of 
Tanner Building Supplies Ltd. v. Mjn- 
ister of National Revenue, 3 T.A.B.C. 
218. Mr. Justice Graham there said 


that it was open to him to assume 
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the purpose which Parliament had im 
mind when it enacted a particular 
provision of theIncome War Tax Act, 
and then to interpret the legislation 
so as to give effect to the assumed 
purpose. In so holding, he took issue 
with opinions which had been expressed 
by Mr. Justice Thorson of the Exchequer 
Court in the well-known decision of 
Trapp v. Minister of National Revenue 
[1946] C.T.C. 30 and followed the lead 
which had been set by the Supreme Court 
in such cases as those already referred to 
by adopting the functional approach to 
the interpretation of tax legislation. Mr. 
Justice Graham did this without so much 
as a passing nod at the decisions of 
great authority in Great Britain which 
emphasized the strict construction rule. 


A final comment is that there is no 
judgment of a Canadian Court in which 
direct consideration has been given to 
the question of which of the alternative 
philosophies should be accepted as a 
guide in interpreting tax legislation. The 
cases above referred to suggest that these 
is a trend toward a search for the in- 
tention and purpose of the legislation 
and that arguments of taxpayers resting 
upon a close and narrow interpretation 
of the words of the statute will not 
necessarily prevail. A judge does not 
rely upon the written words of other 
judges for mental fare entirely, but is 
alive to thinking which governs the world 
around him. Accordingly it is conceiv- 
able that many judges, like many or- 
dinary citizens, are no longer quite 
sure that it is the right and privilege of 
the taxpayer to defeat a tax claim if he 
can by resorting to hair-splitting argu- 
ments and schemes which fall just with- 
in the law. Nevertheless, it may very 
well be that the old rule that judges 
should take care not to become law mak- 
ers should still prevail for reasons such 
as Mr. Miller has advanced. 
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The Quebec Corporation Tax Act 


By Wilfrid Turcot, C.A. 


Divector of the Quebec Corporation Tax Service 


A thorough treatment of the subject by its directing head 





Lge first Corporation Tax Act was 
adopted by Quebec in 1882 — and 
was entitled “an Act to impose certain 
direct taxes on certain commercial cor- 
porations”’. It provided for the levy of 
a graduated tax based on the share capi- 
tal of certain companies and on the 
number of their places of business in the 
Province. 


Constitutional Validity 

One year later it was contested in 
court on the ground that it imposed tax- 
ation not “within the Province’, and was 
not direct taxation within the meaning 
of clause 2 of s. 92 of the B.N.A. Act. 
The Superior Court supported this view 
and declared that Act x/tra vires of the 
Quebec Legislature in 1883. This deci- 
sion was reversed by the Court of 
Queen’s Bench in 1885 and, finally, in 
1887, the Privy Council affirmed the 
right of the Province to pass such an 
Act and declared it valid. The judgment 
of the Court was to the effect that a tax 
imposed upon companies which carried 
on business within the Province, varying 
m amount with the paid-up capital and 
with the number of its offices, whether 
or not their principal place of business 


is within the Province, is direct taxation 
within clause 2 of s. 92 of the B.N.A. 
Act, the meaning of which is not restrict- 
ed in this respect by clause 3 of s. 91. 

The latter part of this decision is in- 
teresting in that it means in effect that 
the power of the Province to impose a 
direct tax is not restricted by the power 
of the Federal Parliament to do the same 
and more. In other words, the co-exist- 
ence of two direct taxes, one levied by 
the Federal Parliament and another by 
the Quebec Legislature, was considered 
possible under the B.N.A. Act as far 
back as 1887. 


A True Corporation Tax 

It is worth noting that the title of 
the present Act is not the Quebec Capital 
and Profits Tax Act, but the Quebec Cor- 
poration Tax Act. In other words, it 
is the corporation itself which it is 
sought to tax rather than its capital 
and/or profits. The amount of the tax, 
however, which a corporation is ordered 
to pay, will depend on its paid-up capital, 
the number of its offices and its profits, 
also in certain cases on the percentage 
of its assets or sales within the Province. 
There can be no doubt, therefore, that 
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this constitutes direct taxation and that 
the Province is within its right in levy- 
ing such a tax. 


It might be appropriate here to observe 
that this right of the Province to im- 
pose a direct tax cannot be and, in fact, 
is not affected in any way by reciprocal 
tax-exemption agreements or conventions 
between the Government of Canada and 
the governments of other countries. 


1. TAX ON PAID-UP CAPITAL 


The measure of the tax is threefold: 
(1) paid-up capital, (2) number of of- 
fices, and (3) profits. By “paid-up cap- 
ital” is meant the capital employed in 
the enterprise and contributed not only 
by the shareholders but also by third 
parties, in the form of loans, mortgages, 
and advances. As defined in the Act, 
the term includes: 

(a) The paid-up capital stock of the com- 
pany, ordinary and preferred, without 
any deduction except in the case of 
mining companies which are permitted 
to deduct the discount on the capital 
stock if this item appears clearly on 
the balance sheet. 

(b) The earned surplus, capital surplus, 
donated surplus, and all reserves ex- 
cept the bad debts and depreciation 
reserves to the extent that these are 
recognized for profits tax purposes. 
Any excess of the bad debts and de- 
preciation reserves which was not al- 
lowed as a charge against the rev- 
enue under the Act must be re- 
garded as part of the surplus and, 
consequently, included in the paid- 
up capital. Reserves which, in re- 
ality, constitute accurately ascertained 
liabilities are not, of course, to be 
included but contingent reserves and 
investment reserves must be included. 

(c) Bonds, mortgages, debentures, income 
bonds and income debentures, liens, 
motes and any security to which the 
property of the company is subject. 
The wording of this clause could jus- 
tify the inclusion in the paid-up cap- 
ital of the total amount of bank 


loans. However, it was agreed to 
tax only the portion deemed out of 
the ordinary, to wit, the portion ex- 
ceeding 25% of the total assets, this 
proportion being increased to 40% in 
the case of investment dealers. 

(d) Every other indebtedness of a capital 
mature. The application of this clause 
often gives rise to controversies. I 
am inclined to believe that a li- 
ability may be regarded as being of 
a capital nature if it remains un- 
paid for more than 12 months. Often 
enough the auditor will indicate such 
long-term liabilities under an appro- 
priate caption in the balance sheet 
and thus facilitate matters for us, but 
there are cases where certain liabili- 
ties are shown as current in the bal- 
ance sheet when, in reality, they are, 
in part at least, of a capital nature. 
This is particularly true in the case of 
non-resident-owned subsidiaries which 
are found to be obviously under-cap- 
italized and abnormally indebted to 
the parent company. It becomes ne- 
cessaty, in such cases, to determine 
arbitrarily which part of the indebt- 
edness to the parent company is cur- 
rent and which is not. 


Goodwill 


An allowance is made for goodwill to 
the extent that it is found in excess of 
its real value, its real value being deter- 
mined by capitalizing, at the rate of 6%, 
the net revenue after taxes of the preced- 
ing five years or, if the company has been 
in existence for less than five years, the 
net revenue after taxes for the period 
during which the company operated. If 
it is found that the company has suc- 
ceeded a previous one engaged in the 
same type of business, I believe it is 
but reasonable to have a look at the 
operating results of the previous company 
in order to form an opinion as to the 
value of the goodwill. The word “good- 
will” is not restricted to its literal sense. 
A variety of other terms may be used 
but if it is found that they can be 
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assimilated to goodwill, the allowance 
is granted. 

An allowance is also made for invest- 
ments in other incorporated companies, 
and in computing this allowance it is 
necessary to obtain the original cost of 
the investments since the order-in-council 
dealing with this allowance stipulates that 
the cost of the investments must be 
taken in relation to the total assets of 
the company. This italicized expression 
means the total assets including the in- 
vestments at cost after deducting the de- 
preciation and bad debts reserves but 
after adding back the taxable reserves 
and any mortgage indebtedness when 
these items are deducted from the as- 
sets. 


Extra-Provincial Corporations 


It is necessary to compute the paid-up 
capital of the entire company in all cases, 
even those where the company carrying 
on business in Quebec is a branch of a 
non-Canadian company or a branch of a 
Canadian company with head office out- 
side Quebec. Section 4 of the Act pro- 
vides for relief in such cases and also in 
the case of local companies which do 
only part of their business in the Pro- 
vince. This necessitates the passing of 
an order-in-council annually in each case. 

The practice is to recommend that only 
a proportion of the total tax be levied, 
based on the ratio of the Quebec assets 
or that of the Quebec sales, whichever is 
the greater. Whether this method is 
sound or unsound is a point on which 
opinions may be divided but I may say, 
however, that in the case of local com- 
panies which are called upon to pay a 
capital tax in Ontario, we make sure 
that the capital tax recommended does 
not exceed the sum that is obtained by 
deducting from the tax otherwise exig- 
ible an amount equal to half the per- 
centage of Ontario sales. The reason 
for taking half the percentage of Ontario 
sales is, of course, because the rate of the 
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capital tax in Ontario is half that of 
Quebec. It was not found feasible in 
all cases to deduct the actual amount of 
the Ontario capital tax for the reason 
that Ontario has a slightly different 
method of computing the paid-up cap- 
ital. Furthermore, it is desired to avoid 
duplication of provincial taxation on the 
same capital. There are also cases where 
extra-provincial companies may have the 
bulk of their assets in this Province al- 
though their sales to Quebec customers 
may represent but a small fraction of 
their total volume of sales. It is con- 
sidered fair in such cases to base the 
capital tax on the proportion of the as- 
sets in this Province. 


Location of Head Office 


This leads me to say a few words 
about the definition of the term “head 
office” in the Act. It is often found 
that a company may have been incorp- 
orated in another Province but that its 
entire industrial and commercial activi- 
ties are carried on in Quebec. In other 
words, what is designated as the head 
office is, in reality, only a nominal one. 
In such cases, the Minister has the power 
under the Act to issue a decree to the 
effect that for all purposes of the Quebec 
Corporation Tax Act, the company shall 
be deemed to have its head office in 
Quebec. The effect of this decree is that 
an extra-provincial company may be 
treated exactly as a local company and 
be called upon to pay the capital and 
profits taxes in full. Conversely, if a 
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company though having its head office in 
Quebec conducts all its activities else- 
where, consideration is given to this fact 
and a special recommendation is made to 
the Council varying with the merits of 
each case. 


Other Bases 

Other methods may be recommended 
as a basis for establishing the capital tax. 
For instance, in the case of companies 
engaged in the business of transportation 
by land, air, or water, we may recom- 
mend the revenue-mileage basis or the 
tonnage-call formula, as the case may be. 


Branches of Partnerships, etc. 


Partnerships and private enterprises 
are not taxed under the Act except those 
which have their chief office or principal 
place of business outside Canada and are 
found to be transacting business in this 
Province through a branch office or a 
resident agent. In such cases, the capital 
tax is 1/10 of 1% on the gross revenues 
in the Province with a minimum of 
$25. 

The definition of the word “company” 
also includes a trustee, assignee, liqui- 
dator, or other person in whose hands 
the affairs of a company may have been 
placed temporarily. 


Insurers, Banks, etc. 


Insurance companies are asked to pay 
2% on every premium received in re- 
spect of their business transacted in 
Quebec. This italicized expression means 
contracts of insurance on a person resid- 
ing in Quebec or on property situated in 
Quebec, if such person is a resident of 
Quebec at the time of payment of the 
premium or if such property has a situs 
within Quebec at any time during the 
terms of insurance. 


Banks are called upon to pay a greater 
capital tax than ordinary companies to 
compensate for the fact that they are 
not subject to the profits tax. 
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There are clauses in the Act provid- 
ing a special rate of capital tax in the 
case of loan, telegraph, express, tele- 
phone, tramway, railway, trust, car, gaso- 
line, real estate, brewery and tobacco 
companies. 

There are also special orders-in-council 
for holding companies and for mining 
companies which have not reached the 
production stage. 


Non-Resident 
Transportation Companies 

In the case of non-resident navigation 
companies, it may be appropriate to men- 
tion here that if they operate a regular 
service between points in this Province 
and other countries, and if they have a 
resident agent in this Province and solicit 
business locally through any type of ad- 
vertising, they are deemed to be carrying 
on business in this Province and must 
file annual returns the same as any or- 
dinary company. To these returns must 
be attached the financial statements of 
the company as a whole, since no sep- 
arate accounting is permissible under the 
Act, but the capital and profit taxes will 
only be exigible in the proportion that 
their Quebec business bears to their total 
business everywhere. Such proportion 
is to be determined according to the 
tonnage-call formula or any other basis 
which may be found mutually satisfactory 
and equitable. 


“Doing Business” 

The definition of the expression “do- 
ing business” in the Quebec Corporation 
Tax Act goes much further than the 
meaning of the expression in the Do- 
minion Income Tax Act, with the re- 
sult that a non-resident company may be 
deemed to be taxable under the Quebec 
Act and not so under the Dominion stat- 
ute. The mere fact of having a resident 
representative in the Province renders a 
company subject to the provisions of the 
Quebec Act. 
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Personal Corporations 


There are no provisions in the Act 
exempting personal corporations as such. 
If these companies can be regarded as 
holding companies within the meaning 
of the Act, i.e. if their assets consist on- 
ly of stocks, bonds, and other securities 
of incorporated companies, they are 
subject to the special tariff applicable 
to holding companies, but if their assets 
consist of or include revenue-producing 
real estate properties they are treated as 
ordinary companies. 


Defunct Corporations 


It is also to be observed that compan- 
ies which have ceased operations and 
may be without assets are, neverthe- 
less, required to pay a $20 annual fee, if 
they have not surrendered their charter 
or until such time as their charter may 
be deemed forfeited through non-user. 


2. PLACE OF BUSINESS TAX 

The place of business tax is not exig- 
ible in the case of insurance companies, 
telegraph, telephone and express com- 
panies, tramway and railway companies, 
but is exigible in full in all other cases. 
Non-resident companies carrying on 
business through a resident agent who 
may operate from his domicile are, never- 
theless, deemed to have a place of busi- 
ness, 


3. TAX ON PROFITS 
The profits tax is applicable to all 
companies except banks and insurance 
companies, tramway, railway and trust 
companies. 


Resident Companies 

In the case of local companies, the tax 
is computed on the entire profits but by 
virtue of s. 9 there may be deducted the 
lesser of the amount of the tax actually 
paid to another province or 7% on that 
part of the profits deemed earned outside 
the Province. The interpretation given 





245 


to this section of the Act is to the effect 
that the total of the provincial taxes paid 
may be matched with the total Quebec 
tax which would otherwise have been 
paid on such profits earned outside the 
Province of Quebec. In other words, the 
comparison is not to be made for each 
Province but the grand totals for all 
Provinces may be matched. This affords 
a certain relief in the event a com- 
pany is asked to pay to another Province 
a little more than would ordinarily be 
expected owing to the disparity at pres- 
ent existing in the methods of apportion- 
ment. 


Deduction for Foreign Taxes 


Foreign taxes may be claimed if they 
can be assimilated to provincial taxes, 
ie., if they are paid not to the central 
government of a foreign country but to 
the government of a political subdivision 
of a foreign country. Foreign taxes paid 
to the central government of a foreign 
country are, as a rule, deductible from 
Dominion income tax, and for this rea- 
son are deemed to be reimbursed to the 
extent of the tax credit allowed by the 
Dominion. However, if the amount of 
foreign taxes paid exceed the tax credit 
allowed under the Dominion Income Tax 
Act the excess may be claimed to the 
extent of our rate of tax. 


Sales of Resident Company 

Under s. 31, a company having its 
head office in Quebec must consider all 
its sales as having been made in Quebec, 
unless it pays a profits tax to another 
Province or country. According to the 
wording of the Act, it is the residence 
of the customer that determines to which 
Province the sale must be attributed. 
However, in view of the fact that other 
Provinces may sometimes allocate sales 
in a different manner, and in order to 
avoid the resultant duplication of pro- 
vincial taxation, it was agreed to broad- 
en the interpretation to be given to 
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the provisions of s. 31. For example, 
when another Province considers that 
all the goods manufactured within its 
boundaries are to be treated as sales in 
that Province, whether these goods be 
sold to residents of that Province or to 
residents of another Province in which 
the company is not subject to a profits 
tax, Quebec will allocate these sales to 
the Province where the goods are manu- 
factured, exception being made, how- 
ever, for any part of such goods which 
may be sold to customers residing in 
Quebec, in which latter case the sale 
must be deemed to be made in Quebec. 


Foreign Companies 
With Quebec Head Office 

A non-Canadian company whose prin- 
cipal establishment for its business trans- 
acted in Canada is in Quebec, is treated 
as a company with head office in Quebec 
except that the export sales, if any, made 
by such Canadian branch are not deemed 
to be made in Quebec. 


Extra-Provincial Companies 


A Canadian company having its head 
office in another Province of Canada but 
deemed to be carrying on business in 
Quebec is only taxed on its profits to the 
extent of the proportion which its sales 
to Quebec residents or its gross income 
derived from Quebec sources bear to its 
total sales or total gross income. 


Export Sales 

Export sales made by a Canadian com- 
pany and involving no tax in the country 
of their destination are usually attribut- 
able to the Province where the head office 
of the selling company is located. How- 
ever, there may be isolated cases where a 
Canadian company, because it has sev- 
eral factories located at various points in 
Canada, any of which may be called upon 
to execute orders for delivery outside 
Canada, may for this reason be required 
by another Province to allocate export 
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sales according to the place where such 
orders are executed. Such cases may, 
upon presentation of all the facts, be ac- 
corded special consideration. 


Reciprocal Agreement with Ontario 


Also, by virtue of a reciprocal agree- 
ment with the Province of Ontario, sales 
made or services rendered by a company 
to the Government of Canada, a Crown 
company, or a company or organization 
controlled by the Government of Canada, 
are to be attributed to the Province 
where the goods were manufactured or 
the services performed by the company, 
irrespective of the location of its head 
office. 


Apportionment of Profits 


The allocation of sales, once made, 
serves as a means to apportion the in- 
come of the company. The question of 
the salaries or wages paid should not 
enter the picture. The method of averag- 
ing sales and wages ratios, which, I 
understand, was first inaugurated by 
Massachusetts, is not recognized for Que- 
bec tax purposes. Certain American 
States, I believe, take a third factor into 
account viz., the assets ratio, so that their 
method is a combination of three ratios. 

In secs. 9 and 30 of the Quebec Cor- 
poration Tax Act the sales ratio is clearly 
indicated as a method of apportionment. 
It is a simpler method evidently based 
on the principle that the Province which 
furnishes the customer should be given 
preference over that which provides the 
labor. Such a principle would not ap- 
pear inequitable towards the less indus- 
trialized Provinces. It might indeed 
prove to be to their advantage if a 
comparison could be made. 

In any event, there is no denying that 
the different methods in use for the ap- 
portionment of income necessarily bring 
about a certain duplication of provincial 
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taxation and, although fortunately there 
are not many such cases, it would un- 
doubtedly be most desirable to have a 
uniform rule throughout Canada on this 
point. Our neighbours to the south, 
however, do not seem to worry too much 
about the same problem although they 
are far from having uniformity on the 
question. 


Exceptions to Sales Ratio 

An exception to the rule of using the 
sales ratio for the apportionment of the 
income is made in the case of real estate 
companies, companies owning and oper- 
ating grain elevators and companies 
whose operations tend to deplete the na- 
tural resources of the Province. In such 
cases, the income is apportioned accord- 
ing to the ratio of the fixed assets and 
inventories situated within and outside 
Quebec. 

As regards shipping companies, the in- 
come may be allocated according to the 
tonnage-call formula, such as is describ- 
ed in the Ontario Corporations Tax Act. 
For other transportation companies, the 
revenue-mileage basis may be used. 


Investment Income 


The income subject to apportionment 
must include the income derived from 
investments, except dividends which are 
not taxed under our Act. The taxing of 
a proportion of the investment income, in 
the case of Ontario companies having a 
place of business in Quebec, creates a 
duplication of provincial taxation, since 
Ontario considers the investment income 
of such companies not subject to alloca- 
tion and, consequently, taxes the whole 
of it. There is no way of avoiding this 
duplication of tax so long as the Act 
remains as it is. 


Computation of Profits 
In the computation of the net profits, 
the deductions allowable are pretty nearly 
the same as for the purposes of the Do- 
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minion Income Tax Act. We follow the 
jurisprudence existing on income tax in 
general. There is one important excep- 
tion, however, viz., depreciation. 


Depreciation 

Until notice to the contrary, the de 
preciation to be claimed for the year 
1950 and any fiscal year ending therein 
should not exceed the total amount that 
may be obtained by applying the rates 
and method used by the company in the 
years 1947 and 1948. Any excess will 
be disallowed. This, I know, creates 
many complications but it is a situation 
that has to be faced. I realize that this 
will necessitate the preparation of a sep- 
arate set of depreciation schedules along 
the same lines as 1948 and previous 
years. I had hoped this might be avoid- 
ed, but there seem to be no alternative 
if one is interested in recapturing at 
some later date the excess depreciation 
disallowed. 

There is also the question of capital 
profits and losses on disposals which 
must continue to be disregarded for the 
purpose of determining the taxable in- 
come. Moreover, if a company which 
was disallowed a certain amount of de 
preciation, say in 1949, finds that in 1950 
or a subsequent year it would be entitled 
to more depreciation under the old sys- 
tem than under the new, it may claim 
the greater amount, to the extent that 
this will not bring the reserve, for Que- 
bec tax purposes, in excess of that ap- 
pearing in the books. Hence the neces- 
sity of keeping separate schedules. 

Pending the issue of a list of rates, 
new companies are asked to use the rates 
generally recognized in 1948 and prior 
years. 


No Loss Carry-Over 


At present there are no provisions per- 
mitting a company to deduct the loss of 
one year from the profits of another. 
However, if by reason of such a clause 
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existing in the other provincial Acts, a 
company is partly or totally exempted 
from the payment of the 5% tax other- 
wise exigible on the income earned in 
other provinces, a deduction from the 
Quebec tax will be allowed not exceed- 
ing the full amount of the 5% tax which 
would otherwise have been paid. 
Although the Act does not provide 


A Recent Book 


Consolidated and Other Group Ac- 
counts, by T. B. Robson; published by 
Gee & Co. (Publishers) Ltd., London; 
pp. 143 and index; price 17/6 

This is the second edition of a book 
which was originally published in 1946 
and the revision has been made to in- 
corporate changes required under the 
British Companies Act, 1948. The book 
represents an excellent source of reference 
to problems arising in the preparation 
of consolidated statements, and account- 
ants will find the explanations of prin- 
ciples involved in consolidations of par- 
ticular value. 

The terminology includes a number of 
references which may sound unusual to 
Canadians, e.g. references to ‘‘capital re- 
serves” and “revenue reserves’, and there 
is a considerable amount of material 
which deals with problems of British in- 
come tax and problems arising under par- 
ticular provisions of the British Com- 
panies Act. While some of this ma- 
terial will be of value to Canadian ac- 
countants only on rare occasions, it does 
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any procedure for lodging appeals, any 
company which objects to the amount at 
which it is assessed can be assured of 
being given ample opportunity to pre- 
sent its case. As may well be under- 
stood, legal action is only recommended 
after consideration of all the facts and if 
it becomes apparent that no equitable 
settlement can be reached. 


not detract from the usefulness of the 
material ordinarily applicable in Canada. 


The book contains an appendix of 38 
pages setting out in detail an example 
of a consolidation with all the work- 
ing sheets and necessary journal entries, 
which should be of particular value to a 
student or to an accountant dealing with 
consolidations, as it deals with practically 
all the problems generally encountered. 


One matter of particular interest, dealt 
with in some detail, is the determination 
of the amount of earnings up to the date 
of acquisition of shares in a subsidiary 
where the shares are acquired over a 
number of years. Another is the valua- 
tion to be placed on fixed assets in the 
consolidated statements, where, in arriv- 
ing at the price paid for shares of a 
subsidiary, a value for the fixed assets 
has been used which is materially in 
excess of the depreciated value of the 
fixed assets as carried in the books of 
the subsidiary. 

T. A. HUTCHISON, F.C.A. 
Toronto, Ontario 
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Pointers on the Technique 
Of Writing Audit Comments 


By Jennie M. Palen, C.P.A. 


The auditor’s main concern is with 
auditing, but he must learn to write superlatively well 





T° write really good comments in an 
audit report is a peculiarly difficult 
and frustrating task; difficult because 
involved technical matters must be ex- 
pressed in language understandable by 
persons without comparable technical 
training; frustrating because the audi- 
tor’s major concern is with auditing, 
not writing; frustrating, also, because 
his need for exactness is so great that 
his writing must be heavily censored. 


A Mental Hazard 


This situation is not conducive to 
confidence in one’s writing ability. Yet 
the accountant, who must always think 
clearly and has a flair for taking pains, 
should write superlatively well. Some 
accountants have made a mental hazard 
of writing, believing there is some an- 
tagonism between it and accounting. If 
this were true, the great body of our 
splendid accounting literature would 
never have been written. 


We all learned early in life the rudi- 
ments of grammar — or where to find 
them. We learned how to spell — or 
where to look for correct spellings. 
With these preliminaries, one or two 
good reference books, and an un- 
abridged dictionary, the accountant is 


as well equipped as he needs be to 
write correctly. With practice and love 
of his task, style and effectiveness, too, 
may be his. 


Interest 

Because, in an audit report, we are 
writing about our client’s innermost fi- 
nancial affairs, what we write should, 
theoretically, interest him. We cannot 
hold his interest, however, if we talk 
all around the subject, load our com- 
ments with trite, abstract, and meaning- 
less words, and in general act as if we 
are bored with the whole thing. And 
we are not bored really. We have 
reached a point in our work where we 
have a great many important things to 
say and we are bursting to say them, 
but we are bothered by the mechanics 
of putting them down on paper. 

This problem is especially acute im 
the long-form report where the com- 
ments are lengthy and where verifica- 
tions are described and breakdowns giv- 
en under the heading of various asset, 
liability, and operating accounts. 

To recast a certain number of sen- 
tences so that we will not be the first 
word in thirty per cent of them; to find 
interesting variants for the ubiquitous 
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this item, this amount consists of the 
following, etc.; in short, to make the 
comments sound as if they had been 
written out of the warmth of our own 
thinking, and not from last year’s copy, 
is one of the toughest jobs in report 
writing. 

The crystallization of the idea that a 
certificate should always be given where 
possible has offered one solution to this 
problem by making it unnecessary to de- 
scribe all the audit procedures unless 
it is desired to do so. Even where the 
audit procedures are described in detail 
it is feasible sometimes to group their 
description in one long paragraph and 
to place the more interesting comments 
where they will receive better attention, 
either under individual asset or liability 
headings or under such other headings 
as may be appropriate. 


Using the Exhibits 

Total wordage may frequently be re- 
duced by expressing pertinent facts in 
the exhibits. If, for instance, one item 
in trade accounts receivable is so large 
that it is desirable to name the debtor, 
the accounts may be shown in the bal- 
ance sheet thus: 
Trade accounts receivable: 

John Jones Co. ........ $95,000 

ME eh taccatiets etd 5,000 $100,000 

Sometimes all information may be in- 
cluded in the balance sheet description. 
Here is a sample found under liabilities: 


“Unpaid portion of 1947 Federal 
income tax of predecessor companv. 
awaiting adjustment of claim for 
abatement.” 
Of course, the balance sheet should not 
be cluttered with useless detail, but usu- 
ally both financial statements and com- 
ments arte improved by compressing 
needed information into condensed 
form. 

Except possibly for certain phrases 
which are so exact that there is no 


usable substitute for them, the wording 
of comments cannot be reduced to for- 
mula. To do so would be to defeat their 
real purpose, which is to call attention 
to significant matters and new develop- 
ments. Certain expressions have proved 
their worth, such as, “‘cash on hand was 
counted and that on deposit was veri- 
fied by certifications obtained from de- 
positaries”, “funds held by agents were 
acknowledged by them’, “notes receiv- 
able and the collateral shown to be held 
thereunder were confirmed by the mak- 
ers’, etc. But even these are not uni- 
form throughout the profession. There 
are, however, typical accounting situa- 
tions and typical pitfalls in reporting 
them. Knowledge of accounting and a 
basic knowledge of the principles gov- 
erning grammatical construction and the 
use of words will solve them. 


The Five “C’s” 

George Burton Hotchkiss has defined 
the five ‘“C’s” of business English as, 
in the order of their importance, clear- 
ness, correctness, conciseness, courtesy, 
and character. But for accountants the 
list should include another “C”’, and 
that is caution. 

An audit report is a signed, written 
record, a permanent document, and a 
serious matter. Money is lent or per- 
manently invested on the basis of its 
showing. Sometimes people are sued 
because of it and sometimes those people 
are the auditors. Not only in the fi- 
nancial statements but in the wording 
of the comments care is needed to insure 
that nothing is said that cannot be 
supported in court. Where defalcations 
are reported the problem is especially 
difficult. No unnecessary personal ref- 
erences should be made and the words 
should express only such evidence as 
the books support. Dates, names, and 
book entries, where quoted, should be 
quoted exactly, including even any er- 
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roneous spellings, and photostat copies 
of cancelled cheques and other records 
are frequently made a part of the report. 
Usually a defalcation report consists 
only of comments, unless there are nu- 
merous irregularities of a _ similar 
nature, so that exhibits and schedules 


may be used to advantage. The com- 
ments may effectively present a sum- 
mary, then details, then a description 
of the manner in which the defalcation 
was brought about. A sample report 
reads as follows: 


We have made an examination of certain of your records for the period from May 1, 
1949, to March 26, 1950, for the purpose of establishing the extent of irregularities disclosed 
during the course of our examination for the year ended January 31, 1950. 


Total irregularities amounting to $8,540 were found, as follows: 


Collections on accounts receivable not accounted for .................ccccccccceecceeeeeeeee 


Checks drawn to J. Smith and charged to expense, not supported by vouchers 


GE NE DOEIINS «oss kao ctssstaceccocsiv cece 


Total 





The collections on accounts receivable not accounted for are as follows: 


{t appears that the method used to conceal these irregularities was to make a credit 
entry in the customer’s account for the amount of the collection, but to make no corresponding 
entry in the cash book at the time of receipt, inserting these amounts in the cash book 


after it had been footed by an assistant. 


Trial balances were submitted each month but 


were overfooted to agree with the controlling account. 


In the hope that it will afford prac- 
tical assistance, discussion of Mr. Hotch- 
kiss’ five “C’s” will be based entirely 
on examples of violations lifted from 
rought drafts of reports and from pub- 
lished or typed reports of many ac- 
counting firms. None of these has been 
manufactured to serve as a horrible ex- 
ample. Most of the reports from which 
they were taken were written by ac- 
countants of senior or higher grade and 
they may therefore be regarded as fair 
samples of the points which give the 
most trouble. 

Courtesy and character, being easily de- 
fined, will be covered first. 


Courtesy 


Courtesy implies the use of tact in 
expressing that which may offend. As 
accountants we must, unfortunately, 
criticize — and in practice it is found 
that the mildest criticism can release 


untold furies. Of course, important 
truths may never be withheld just be- 
cause they may be unpalatable to the 
client, but they may be stated in as in- 
offensive a manner as is consistent with 
truthfulness. Words and phrases with 
unpleasant connotations such as errors, 
mistakes, wasted time, shortage, careless- 
ness, inefficiency, refusal, etc., can be- 
come fighting words, not to say danger- 
ous ones, and it is well to learn early in 
life harmless yet effective substitutes to 
use On occasion. 

Criticisms are more welcome when 
they dwell on the cure rather than on 
the crime. For instance, instead of say- 
ing, “Too many accounts are carried in 
one ledger and, as a result, a great deal 
of time is wasted in looking for errors 
at the end of the month”, we may say, 
“Much of the checking incident to bal- 
ancing could be avoided if the accounts 
were divided into several sections with 
a controlling account for each section.” 
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Character 

The character desired in a report 
(other than that imparted by the very 
important factor of technical accounting 
knowledge) is obtained by the use of a 
dignified, impersonal tone. Dignity, 
however, is not enhanced by suffocating 
our ideas in yards of such cotton-wool 
expressions as “in the case of”, “with 
respect to”, “of this character’, “of this 
nature”, etc. It is occasionally con- 
venient to use these expressions but 
tone and vigor are greatly improved by 
recasting sentences to avoid their con- 
stant use. Neither is dignity enhanced 
by such phrases as “not without inter- 
est’, ‘‘venture to state’, “wish to in- 
form”, etc. ‘We wish to inform” and 
“we would suggest’’ are apparently oc- 
cupational hazards of the business 
writer. Why wish to do something 
which we are already doing? Let's use 
simply ‘‘we suggest” or “‘it is suggested’’. 
or better still, no introductory phrase at 
all. We may say, for instance, ““Month- 
ly summaries of sales, by products, 
would give an up-to-the-minute picture 
of consumer buying”, rather than “We 
should like to suggest the preparation of 
monthly statements showing the nature 
of the sales as to type of product for 
the use of officials in appraising the char- 
acter and volume of customers’ require- 
ments”. Here are 35 words where 17 
do a better job, and even the 17 may be 
reduced to 14 by using current for up- 
to-the-minute. 

Archaic or flippant expressions, for- 
eign words, slang, figures of speech, the 
half sentence have small utility in the 
audit report. To be good, writing 
should be appropriate. To be offhand 
in an audit report is not only inappro- 
priate, it may be downright foolhardy. 
If anything in an audit report is vague, 
inaccurate, or subject to more than one 
interpretation, if it contains non-dic- 
tionary words which cannot be defined, 
serious trouble may result. 


Clearness, correctness, and concise- 
ness, the remaining three qualities, are 
so important that every sentence in the 
report should be tested for their 
presence. 


Clearness 


Clearness means not only that each 
statement can be understood but that it 
cannot reasonably be misunderstood. 
Correctness relates to both subject mat- 
ter and the manner in which it is ex- 
pressed. The facts must be exactly as 
stated; the construction must conform 
to the rules of grammar; and the words 
must be used in their exact sense. Con- 
ciseness requires that every thought be 
expressed in as few words as is con- 
sistent with smoothness and complete- 
ness. Conciseness is not to be confused 
with brevity. Many people, in their 
desire to be brief, leave out important 
facts or omit words necessary to the 
construction. Conciseness never re- 
quires the omission of things of value, 
but does require omission of the value- 
less or relatively unimportant. 


The best aid to clarity is good sen- 
tence structure. Strong, direct sen- 
tences in which the ideas are logically 
arranged make for clearness. The prin- 
cipal idea in the sentence should occupy 
the principal clause. | Important sen- 
tences and first sentences of paragraphs 
should not have weak beginnings. 


If one of the ideas is subordinate to 
the other they should be joined by con- 
nectives which will express the proper 
relationship. Note the weakness of this 
sentence: “Only a few entries of de- 
posits made or checks drawn appear on 
the stubs, but the bank account is ac- 
tive.” Then see how the proper connec- 
tive improves it: “Although the bank 
account is active, only a few entries of 
deposits made and checks drawn appear 
on the stubs.” 


Changing the viewpoint within the 
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sentence weakens its effect. When we 
say, “The entries in the property ac- 
count were examined and appear to be 
proper”, the thought runs smoothly 
through the sentence; but if we say, 
“We examined the entries in the prop- 
erty accounts and they appear to be 
proper”, the thought is slowed by shift- 
ing attention from we to they. 


Parallel ideas in a sentence should 
be put, as a rule, in parallel construc- 
tion. The phrase, “due to carelessness 
on the part of clerks and because super- 
vision is lacking”, is weak and sham- 
bling, whereas “due to carelessness on 
the part of clerks and to lack of super- 
vision” is effective. 


Avoid Long Sentences 


On the other hand, confusion is as- 
sured when long sentences continue 
until their beginning is forgotten, when 
clause is tacked on to clause and modi- 
fier on to modifier. Here is such a sen- 
tence: 


_ We have reconciled the accounts with 
the various correspondent banks, and in 
this connection, during the course of 
examination while endeavouring to effect 
a reconciliation with correspondent banks, 
our representative, working in conjunc- 
tion with Mr. Jones of the bank’s ac- 
counting department, developed the fact 
that the chief teller of the commercial 
department had taken credit for amounts 
which should have been credited to the 
X Bank of New York. 
All the writer needs to say here is: 
Reconciliation of the accounts with cor- 
respondent banks disclosed the fact that 
certain amounts which should have been 
credited to the X Bank of New York were, 
instead credited to the account of the chief 
teller of the commercial department. 
Confusion also arises through poor 
placing of modifiers. Each modifier 
should be so placed that the reader sees 
unmistakably to what word or group of 
words it refers. Only is a word fre- 
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quently misplaced. “Expenses only in- 
clude one-half the sales manager's sal- 
ary.” Since only relates to one-half and 
not to include, the sentence should read: 
“Expenses include only one-half the sales 
manager's salary.” 

When we write that “these charges 
are regarded as collectible by the treas- 
urer”’, the reader is justified in infer- 
ring that only the treasurer can collect 
them. With correct placing of the 
modifier the sentence reads, ‘These 
charges are regarded by the treasurer 
as collectible.” | Please note, too, the 
ambiguity that results if the reference 
to the treasurer is omitted. The infer- 
ence then is that the accountant regards 
the charges as collectible. The same 
care should be applied in using the 
word estimated. The responsibility for 
the estimate, as well as its basis, should 
be established. 

The use of specific rather than gen- 
eral terms is an aid to clearness. Real 
estate, for instance, is an ambiguous 
term because it may mean land, build- 
ings, or both. 

Clearness is hindered by a poor ar- 
rangement of ideas, as in this sentence: 
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During the period depreciation was 
charged to operations at the following rates 
for nine months.... 

It is mot clear here whether the rates 
were for nine months or whether they 
were yearly rates of which a nine months’ 
proportion was taken. The sentence 
would be clear if it read as follows: 

During the nine months under review 
depreciation was charged to operations at 
the following annual rates... . 

A little care in thinking will warn us 
not to speak of the book value of an 
asset account, but of the book value (or 
carrying value) of the asset. It is not 
the accounts receivable which are in 
agreement with the controlling account; 
it is the total of the individual balances 
which is in agreement with the control- 
ling account. A company does not 
“transfer assets contained in schedule 
1”; it “transfers assets listed in sched- 
ule 1”. Neither does it “charge off the 
balance of live stock account disposed 
of”, since, undoubtedly, it was the live 
stock that was disposed of, not the ac- 


count. 


Correctness 


Next in importance to clearness is 
grammatical correctness. 


Experience shows that certain types of 
grammatical error appear over and over. 


Tense is a major stumbling block. 
The past tense is the tense of narration. 
We usually use it in telling what we 
did. When we write the certificate we 
are giving a current opinion based on 
work completed. So we use the present 
perfect tense to describe the work 
("We have examined ...”) and the 
present tense in certifying (“in our 
opinion the accompanying . . . present 
fairly ...”). Similarly, in a presenta- 
tion we say, “We have made an exami- 
nation... and submit... ,” the act of 


submittal being assumed to take place 
on the day the report is dated. 
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When it is necessary to refer to ac- 
tion completed prior to the time indi- 
cated by the principal verb, usually the 
past perfect is used with the past tense 
and the present perfect with the pres- 
ent tense; as, ‘Reconciliation of the 
bank account disclosed that it had not 
been reconciled since March 31, 1950”; 
and ‘““We understand that the new com- 
pany has agreed to take over these 
assets at book value”; but “We under- 
stand that, prior to negotiations with the 
bankers, the new company had agreed, 
etc....” There are, however, a great 
number of combinations of tenses and 
we have to use our judgment to deter- 
mine which combinations best express 
the relationships. 


Truths that continue into the present 
should be expressed in the present 
tense. “We were informed by the treas- 
urer that the payrolls are disbursed by 
the foremen each Friday morning.” 

A verb should agree in number with 
its subject noun, not with an interven- 
ing modifier. Thus we say, “the total 
of accounts receivable differs... .” 
Differs agrees with its singular subject 
total, not with accounts. 

A similar subject, although followed 
by a parenthetical phrase, takes a singu- 
lar verb. In the sentence, ‘““The amount 
of this note, together with the pledge 
as collateral thereto of 15 shares of A 
Co. stock, were confirmed by the bank”, 
were is incorrectly used because the sub- 
ject is amount and the phrase together 
with the pledge, etc. is a modifying 
phrase, not another subject. The sen- 
tence should read, ‘““The amount of this 
note, together with the pledge as col- 
lateral . . . was confirmed...” Words 
joined to the subject by such expres- 
sions as in addition to, as well as, with, 
or together with are parenthetical and 
do not constitute another subject. 

Two or more singular nouns joined 
by or or nor take a singular verb, and 
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two or more subjects of a different 
number joined by or or nor take a verb 
of the number of the nearest subject. 
Thus we should say, ‘Neither the sales 
records nor the cash book contains a 
record of this transaction.” 

Principal verbs should not be sup- 
plied from one part of the sentence to 
another if the same form is not gram- 
matically correct in both parts. Observe 
how this principle is here violated: 
“$2,000 has been paid in cash on this 
subscription and twenty shares of stock 
issued therefor.” If we try to supply 
from the first clause the part of the 
verb that is missing from the second 
clause we have this result: “twenty 
shares of stock has been issued’’, which 
is, of course, wrong. The sentence 
should read: “Two thousand dollars has 
been paid in cash on this subscription, 
and twenty shares of stock have been is- 
sued therefor.” 

The foregoing sentence is also an il- 
lustration of the rule that dollars, when 
it refers to a sum of money, takes a 
singular verb. 

A common error is that of using a 
participle to introduce a sentence when 
it does not logically modify the subject 
of the sentence. “Based upon our re- 
view of the accounts with the credit 
manager, all appear to be collectible.” 
“Having reviewed the accounts with 
the credit manager, all appear to be col- 
lectible.” | Each of these sentences has 
a dangling modifier — a modifier with 
nothing to modify. | They should be 
revised to read: “Based upon our fe- 
view . . . our opinion is that the ac- 
counts are collectible’; ‘“‘upon the basis 
of our review . . . all appear to be col- 
lectible”’ ; “having reviewed is we 
believe that all are collectible’; or (pre- 
ferably) ‘the accounts were reviewed 
with the credit manager and appear to 
be collectible.” 


Almost as common is the error of 
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comparing two things without naming 
the second. ‘The method of control 
used is better than all methods in use” 
should of course read, . than all 
other methods in use’. And the sen- 
tence which read, “There is a differ- 
ence of $100 between the bank balance 
as shown by the company and the 
bank”’ should have read, ‘. . . between 
the balance as shown by the company and 
that shown by the bank’. 


The Comma 


The placing of commas gives rise to 
many questions. In general, marks of 
punctuation should be used where they 
will facilitate reading and where they 
will maintain proper sentence and 
thought values. The comma, since it 
represents the shortest pause, is espe- 
cially flexible in its use. It may always 
be used where it will aid clarity. One 
comma rule that is inflexible, however, 
is that a relative noun clause which is 
restrictive in meaning should not be set 
off by commas. If we say, for instance, 
“The factory expenses were distributed 
on the basis of the cost of materials 
which were used in manufacture’, we 
here have a restrictive clause and need 
no comma after materials. A comma 
placed there would imply that the dis- 
tribution was on the basis of the cost of 
all materials, and that all materials 
were consumed. 

A large proportion of the errors in 
reports arises from the incorrect use of 
words. 

Confusion apparently exists as to the 
proper use of quantity, amount, and 
number. A moment's thought will in- 
dicate which word applies. In the sen- 
tence, “A large amount of lumber is 
stored under the sheds and not con- 
trolled”, it is obvious that the proper 
word is guantity and not amount. On 
the other hand, in this sentence, “The 
contract calls for the sale of stock in 
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quantity up to $1,000,000", it would 
clearly be better to say, “to a total 
amount of $1,000,000’. And instead 
of saying, “A considerable amount of 
changes will be required’, we should 
certainly say, “A considerable number 
of changes...” 

An accountant should also remember 
that assets are collected and that liabil- 
ities are paid; expenses are incurred, 
income realized; and that we speak of 
realization of assets, liquidation of lia- 
bilities. 

It is poor usage to employ same as 
a pronoun (“We checked the charges 
and found same to be correct’); said 
as a participial adjective (‘The securities 
are held by X Bank as collateral and 
were confirmed by said bank’’); or party 
for person. 

Advise is employed to excess in the 
sense of inform. Many people say 
advise on every possible occasion and 
the word has become hackneyed in the 
extreme. 

Former and latter should not be used 
to designate one of more than two per- 
sons or things. To designate one of 
three or more say first or first-named, 
and /ast or last-named. In the sentence, 
“The operations were conducted dur- 
ing only the latter nine months of the 
year”, /atter should be J/ast, because we 
are speaking of nine of twelve months. 

Verbal is often improperly used for 
oral. Verbal means expressed in words. 
Oral means spoken. ‘Thus we should 
say, “The amount of this liability was 
confirmed to us orally by the creditor”, 
not “confirmed to us verbally...” 

The word confirm is a source of 
trouble. In the accountant’s lexicon, 
confirmation is corroborative evidence 
obtained from another. It is technically 
inexact to say that “we confirmed cus- 
tomers’ accounts”. It is better to say 


that “requests for confirmation of the 
balances shown in their accounts were 
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mailed to customers”. Sometimes an 
auditor even errs so badly as to say 
that “confirmations were mailed to cus- 
tomers”, confusing the form used in ask- 
ing corroboration with the confirmation 
itself. 

Care should be taken that assets (or 
liabilities) are not spoken of as secured 
when they are in fact only partially 
secured. Where, for instance, securities 
having a value, based on market quota- 
tions, of $8,000 are held as collateral 
under a $10,000 note receivable, it is 
a misstatement to say that the note is 
“secured by 100 shares X Co. capital 
stock”. In such a case we can say no 
more than that the note is “partially 
secured by pledge of 100 shares X Co. 
capital stock, having a value of $8,000 
based on market quotations at Decem- 
ber 31, 1949”. Or, if the market value 
is not determinable, we may say that 
“One hundred shares X Co. capital stock 
are held as collateral to this note. We 
were unable to determine the market 
value of the stock.” (One hundred is 
spelled out here because it is at the be- 
ginning of the sentence.) 


Prepositions 

The correct use of prepositions re- 
quires some care. An unabridged dic- 
tionary usually indicates the prepositions 
to be used after words in specific mean- 
ings. 

It is correct to say “subscriptions for 
capital stock”, “subscriptions for peri- 
odicals”, but “subscriptions to a fund”. 

Between is used in speaking of two 
things; among, when speaking of more 
than two; as, “A varying percentage of 
the profits is divided among the heads 
of departments”; “the responsibility for 
the petty cash is now divided between the 
cashier and the bookkeeper.” 

After site, of is used where the ob- 
ject is already located on the site. For 
is used when the object is spoken of as 
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not yet being there. Thus we say, “the 
site of the factory”, but “land pur- 
chased as a site for an office building”. 

After security, for is used; after col- 
lateral, to or under. 

After purchase, of and from are used 
as follows: ‘The purchase of land from 
the Midtown Realty Company was au- 
thorized by the board of directors’; or, 
“The land was purchased from (not of) 
the Midtown Realty Company.” 


Conciseness 

That brings us to conciseness, or the 
art of making one word do the work 
of two. Conciseness has been touched 
upon at several points in connection with 
other matters. Clear thinking and con- 
ciseness go hand in hand. 

There is no need to say that “the 
reserve for doubtful accounts appears to 
be ample to provide for losses in the 
collection of the accounts receivable”. 
All that is necessary is to say that “the 
reserve for doubtful accounts appears 
to be ample.” If we reviewed the ac- 
counts with the credit manager we do 
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not need to say that “in his opinion they 
are considered collectible’, but only that 
“in his opinion they are collectible’’. 

Such expressions as cost price and 
cost value may be reduced to the one 
word cost. The word remains means 
is still and we do not need to say still 
remains. Nor does the word actual 
add anything to the meaning in the 
phrase “by actual count”. If we have 
completed an operation we do not need 
to say that it is fully completed. 


There is a great deal of uncalled-for 
repetition of words in tabulations. Un- 
der reserves, it is not necessary to re- 
peat the word for before each item. 
Also we may usually eliminate, in the 
description of the items, words which 
are contained in the heading, as in the 
following: 

Subscription accounts: 

Unpaid capital stock subscriptions 
Unpaid building fund subscriptions. 
Such a tabulation might better read: 
Subscription accounts: 
Capital stock 
Building fund. 


FESTIVAL OF BRITAIN 
SPECIAL WELCOME FOR ACCOUNTANTS 


The editor of The Accountant, the well-known English accounting publication, extends 
a cordial invitation to accountants from overseas, who will be visiting England for the 
Festival of Britain, to call on him at the editorial offices, 4 Drapers’ Gardens, Throgmorton 


Avenue, London. 


discussing matters of interest to the profession. 


He would be delighted to meet visitors and to have an opportunity of 











Obituaries 





Henry G. L. Bennett 

The Institute of Chartered Accountants of 
Ontario announces with regret the death of 
Henry Granville L. Bennett, C.A. at his home 
in Toronto on March 17, 1951 in his 55th 
year. For many years he had been a partner 
with the firm of Wilton C. Eddis & Sons, 
Chartered Accountants, and had served on the 
Taxation Committee of the Institute. He was 
the author of the new edition of “Your In- 
come Tax”. Lifelong resident of Toronto, he 
served in the First World War as a lieutenant 
in the Canadian Army. 

To his wife and the members of his family 
the Institute extends sincere sympathy. 


John Bertram McNair 


The Institute of Chartered Accountants of 
Manitoba announces with deep regret the 
death of John Bertram McNair aboard a 
Southern Pacific train near Phoenix, Ariz. 

Mr. McNair was widely known in financial 
circles and in the grain trade as treasurer, 
since 1930, of the United Grain Growers 
Limited, with which company he had been 
associated for 38 years. 

Born and educated in London, Ontario, he 


Professional Notes 


ALBERTA 

Calgary Chartered Accountants Club 

The regular monthly luncheon meeting of 
the Calgary Chartered Accountants Club was 
held in the Palliser Hotel on Friday, March 
16, 1951. Mr. K. J. Morrison, O.B.E., F.C.A., 
president of the Canadian Institute of Chart- 
ered Accountants, gave an outline of pending 
provincial legislation which is of interest to 
the members and a general discussion fol- 
lowed. Mr. H. H. Love, C.A., vice-president 
of the club, presided. 
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came West as a young man and received 
training as an accountant with John Scott & 
Company. In 1913 he became Accountant 
with the Grain Growers Grain Company, now 
United Grain Growers Limited. 

A keen golfer, Mr. McNair had been a 
member of the old Norwood Golf Club and 
until recently, when his health prevented fur- 
ther playing, a member of the Pine Ridge 
Golf Club. He was also a member of the 
Manitoba Club. 

To his widow and family the members of 
the Institute extend their deepest sympathy. 


Robert L. Ahara 

The President and Council of The Institute 
of Chartered Accountants of Ontario announce 
with regret the very sudden death of Robert 
L. Ahara of Ottawa on March 18, 1951. 
Mr. Ahara graduated from Victoria College, 
University of Toronto in 1928 in Commerce 
and Finance. He became a chartered ac- 
countant in 1935 and was for some years an 
auditor with the Government of Canada in 
both Toronto and Ottawa. To his wife and 
members of his family the Institute extends 
sincere sympathy. 


Mr. George Peters of Westcoast Trans- 
mission Co. was the guest speaker at the 
April luncheon of the Calgary Chartered 
Accountants Club held in the Palliser Hotel 
on April 6. Mr. Peters spoke on ‘Export 
Pipelines for Natural Gas” and outlined the 
various proposed routes and the locations 
of known gas fields and likely markets. 
Mr. J. G. Simonton, C.A. presided at the 
meeting which was attended by more than 
50 members. 
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BRITISH COLUMBIA 

Messrs. W. G. Rowe, F.C.A. and G. W. 
Carlisle, C.A. announce the formation of a 
partnership for the practice of their profession 
under the firm name of W. G. Rowe & Co., 
Chartered Accountants, with offices at 522 
Standard Bldg., 510 W. Hastings St., Van- 
couver. 

* * * 


Mr. P. A. Gibbs, C.A. announces the ad- 
mission to partnership of Mr. R. L. V. Jer- 
main, C.A. Henceforth practice of their 
profession will be carried on under the firm 
name of P. A. Gibbs & Co., Chartered Ac- 
countants, with offices at 403 Royal Trust 
Bldg., 612 View St., Victoria. 

* * * 


Mr. W. Russell Watson, C.A. announces 
the admission to partnership of Mr. John B. 
Ewing, C.A. Practice of the profession will 
be continued under the firm name of W. 
Russell Watson & Co., Chartered Accountants, 
with offices at Rms. 401-3, 602 W. Hastings 
St., Vancouver. 

* * * 


R. E. Sayce & Co., Chartered Accountants, 
736 Granville St., Vancouver, announce the 


News of Our Members 


Mr. George M. A. Monteith, C.A. (Ont.), 
has been appointed sales manager and sec- 
retary-treasurer of Standard Paint and Var- 
nish Co. Ltd., Windsor, Ont. 

+ * * 

Mr. J. R. M. Wilson, F.C.A. (Ont.), ad- 
dressed a joint meeting of the National Of- 
fice Management Association, the Chartered 
Accountants Club of Western Ontario, the 
Society of Industrial and Cost Accountants, 
and the Certified Public Accountants Club of 
London in Hotel London, on March 21. He 
spoke on the annual reports of public com- 


panies. 





Mr. Irvin Hunt, C.A. (Man.), has been 
appointed comptroller of J. H. Ashdown 
Hardware Co. Ltd., Winnipeg. 


Mr. Maxwell Mackenzie, C.M.G., C.A. 


admission to partnership of Mr. Ernest Bur- 
nett, C.A. 


ONTARIO 


R. H. Langlois & Co., Chartered Account- 
ants, announce the removal of their offices to 
18 Temperance St., Toronto. 


Hamilton and District 
Chartered Accountants Association 


The Hamilton and District Chartered Ac- 
countants Association met with members of 
The Controllers Institute of America (Ham- 
ilton Control) at the Royal Connaught Hotel 
on April 5 to hear an address by Mr. Car- 
man G. Blough, C.P.A., director of research 
of the American Institute of Chartered Ac- 
countants and former chief accountant of The 
United States Securities and Exchange Com- 
mission. Mr. Blough spoke on the subject of 
“Determination of Business Income” and dis- 
cussed current proposals for deducting from 
income provision for depreciation computed 
on estimated replacement costs of fixed as- 
sets. The meeting was largely attended by 
members of both organizations and the au- 
dience included visitors from Toronto and 
Buffalo. 


(Que.), has been appointed Deputy Minis- 
ter of Defence Production in the Govern- 
ment of Canada. 

. o * 

Mr. Roland Chagnon, C.A. (Que.), has 
been elected to the board of directors of 
Dupuis Fréres, Ltée, Montreal. 

* * * 

Mr. J. J. Macdonell, C.A. (Que.) ad- 
dressed the Ottawa Chapter of the Society of 
Industrial and Cost Accountants of Ontario on 
March 15 in the Alexandra Hotel, Ottawa. 

a s a 

Mr. J. Armand Desrochers, C.A. (Que.), 
F.C.1.S., has been appointed general manager 
of National Breweries Ltd., Montreal. 

* + a 

Mr. Sidney Wik, C.A. (Sask.), has been 
named president of the Swift Current Rotary 
Club. 
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NOTES AND COMMENTS 


a * gsenadl we sighed and slumped in 

our chair, “‘we have only just re- 
peated a point of accounting theory often 
enough to come really to believe it, when 
along comes someone with a different 
idea. Why, oh why, can people never 
let sleeping dogs lie?” 

This was the burden of our sentiments 
the other day when we heard an opin- 
ion from a respected source that Reserve 
for depreciation should, after all, appear 
on the right hand side of the balance 
sheet in the proprietorship section! Hav- 
ing recovered somewhat from the initial 
shock, it now occurs to us that readers 
might be interested. Indeed, we even 
hope the proponent of this view will 
elaborate in an article of his own, soon. 
(If we interpret him badly enough he 
may be compelled to do so.) 


Anyway, as we understand him, the 
main point is that the usefulness of most 
fixed assets does not decline nearly as fast 
as their book value. The book value de- 
clines gradually, gracefully, with the 
swelling balance in Reserve (or Allow- 
ance) for depreciation. The economic 
usefulness of a fixed asset on the other 
hand often does not decline steadily over 
the years of its life. Instead, most of 
the decline comes about in the last 
month of the asset’s existence when man- 
agement suddenly acquires a dislike for 
the thing and decides to sack it. 

We are impressed with this attempt at 
realism. But it has some startling im- 
plications for Reserve for depreciation. 
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If the reserve does not measure decline 
in usefulness until the last month of the 
asset’s existence, it is in the meantime an 
appropriation of profits. It is a part of 
proprietorship until the dark month 
comes, and in the meantime the fixed 
asset will be shown at original cost on the 


left hand side of the balance sheet. 
* s os 


If we may be impertinent enough to 
interject our personal views at this point, 
we are not so sure that Allowance for de- 
preciation account is really intended to 
measure decline in the useful life of a 
fixed asset. We have been thinking of 
it recently as a mere repository for costs 
which, sooner or later, must have been 
charged against revenue. One does not 
want to charge the whole cost of a fixed 
asset against revenue all at once, and if 
one does not do it at all he will end 
up with more assets on the books than 


there are in the business. 
* a * 


To change the subject, we have on our 
desk a beautiful annual report. There 
would be nothing unusual in this but for 
the fact that it is a corrected copy of one 
previously sent to shareholders this year. 
A transposition of figures was made in 
the text of the president's address to 
shareholders and employees, involving 
about a third of a million dollars. Share- 
holders have since been sent a new copy 
and encouraged to return the original by 
provision of a stamped self-addressed en- 
velope. Presumably a horrible fate 
awaits the offending copies returned. 
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One thought the incident brought to 
mind was the wonder that this sort of 
thing does not happen more often. An- 
other thought, less ponderous, was the 
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been discussing the possible causes of a 
trial balance’s not balancing and referred 
to the error one makes when one writes 
$8.90 and means $9.80 as a “transfig- 


recollection of a word we once saw in uration”! 
an accounting exercise. Our friend had 
PUZZLE 


A chartered accountant works in Tor- 
onto and commutes each day to his resi- 
dence at Oakville. Ordinarily he leaves 
Toronto on the 5.00 p.m. train and his 


at Oakville he decides at once to go for 
a walk, realizing that his chauffeur will 
not come to pick him up until the usual 
time. Ultimately his chauffeur on the 


way to the station picks him up in the 
course of his walk and together they 
arrive home 10 minutes ahead of time. 
How long was the man walking before 
his chauffeur picked him up? 
(Contributed) 


chauffeur meets him an hour later at the 
Oakville station and takes him home. 
One day he leaves Toronto instead on the 
4.00 p.m. train (which also takes an 
hour to reach Oakville) without notify- 
ing anyone at home. When he arrives 


SOLUTION TO LAST MONTH'S PUZZLE 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and reflect 
of course the personal views and opinions of the various contributors. They are designed 
not as models for submission to the examiner but rather as such discussion and explanation 
of the problem as will make its study of benefit to the student. Discussion of solutions 
presented is cordially invited. 
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PROBLEM 1 
Intermediate Examination, October 1950 
Accounting I, Question 5 (20 marks) 


E is the sole proprietor of a restaurant and writes up no records except his cheque 


book. 


As of 31 Dec 1949 a balance sheet had been drawn up by a public accountant for E 


as follows: 


ASSETS AND LIABILITIES 











MNS RE ac a es a ea oe da css neue ce innde i Dbbaphdendenays 
SNE ON 5 ak a a cc escisbivapcsanioa bso on $5,000 
ISS RPEIMS ROL CIPPIMCISIIOND asic 050cscsssentscesscsscoisssanescécappesoncenesesoresnenss 500 
Accounts Payable Te Food PuUCCHASES .................-....0-ce.scessoresesesreteeesss 
RMON UPUET EMC NMMNE 6550s eee g me scea scarce adasusndasvacewsvescecvzebesstvoveasesbons 
Income tax withheld—employees .......................c.ccsscsssecsssssssssresssesenee 
Accrued property taxes for two months  .............. cee ecseseeeeeeseeeeeeeees 
IN rere ai ge stn pee antec cnites co ae ssecbioas ciate ieaertcccarenbiamaseces 
The analysis of E’s cheque book for January 1950 is as follows: 
MN NE INI oe saanrg Scan cases sie snns shutesba SaoccbaatesasbnacsbeeteSerss 
Receipts 
SRNR RUROINI cece e veo op pac etveceaoe osx vane bean tats bstssonanasvaginesnseatats’ $ 193 
I ae is ee eer cella les 5,645 
UUM IINTN INURE x onan aay eeetse gh socosss certs ei siteeesu-es- 250 
SURI R ete SactnaU echo vats hs Meas based avy gdoon sia sasaapueaoiaies 25 
Disbursements 
Salaries, employees (less income tax withheld—$225) .......... $1,600 
MMIII TRNNCCA, SMIRENEY MORES cscs cs chico encnnedsn toast ce svesasheavsblatesvesesaase 3,000 
a Pace se le te Aad en hee ect 300 
Se PAL ACOED RENE WORE scores cscs suse pssnecaccsncteseiecetomisaica bares tetmieewse 90 
Laundry Lee Pesta Mec pake eee PMs bnuispt abe ster ecahes bess onsiani pas an eere eae ceahs 48 
UDC RUMIREB NaS e Saas, carts aiay tac cette apes tacos uies 300 
NMR rece EAL a ls esc avigitegs Syst cavVisasioovans unio teaa'entodesacuckapbouieie 25 
OPMMETRTOMMEN Selsey eco e accuse iocsnoceatesass Mat mpa os Moan esnauincabaue oes 250 
aN NN NOS fess ag os EO wns geen aie fednavns Raseeianh 100 
Seen NUR I AURA ie 2 Oa bd 2p cdo asousaanaacbesephedsasvosse 75 
The bank reconciliation as at 31 Jan 1950 is as follows: 
RENE RE ha oe Msc ca ys 0 seca guiness vas cauens Fess TSesagsorasveeseosn dee 
uM CU NNR RINNE UMAR IT CMUMEMRING 5555, goto 44 saycusuensoaasghoruacsdteniesycibansmaseterseaseats 
Add: Bank service charges 
RIPE NI 55 oo Aa sc daseaneariatietnse idl ste 4.45 


January 1950 


$1,000 


4,500 





500 
100 
a 

24 
4,801 





$1,000 


6,113 





$7,113 


$5,788 





$1,837 
520 





$1,317 


$5,500 


$5,500 


$1,325 














que 
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Investigation reveals that the accounts payable at 31 Dec 1949 were $70 more than 
recorded and totalled $750 at 31 Jan 1950. Catering charges receivable at 31 Jan 
1950 were $100. As at 31 Jan 1950, the inventory of food cost $290 and that of tobacco 
and candy $125. E estimates that at 31 Dec 1949, food on hand cost approximately $500 
and tobacco and candy on hand cost approximately $75. 

E commenced operations on 1 Jan 1949 and the furniture and fixtures were purchased 
at that time. 

Required: 

(a) Prepare financial statements for month of January 1950 reflecting the operating 
results and financial position as completely as possible. 

(b) List the books which E should maintain for a simple bookkeeping system, ex- 


plaining briefly the purpose of each. 


A SOLUTION 
(a) E 
Sole Proprietor 
PROFIT AND Loss STATEMENT 
for month ending 31st January 1950 


Sales 
NORPRO REE ONES ose esicsesos cos saecatividiusaa vase vic eae eaeo teseseia eA Nantav a seniele $ 293.00 
Meals Ota aN a aly Dacor aE te Nn at te eri 5,645.00 
RIN ORCC sss tsc eaves Breathe tears 250.00 
Miscellaneous sh gh SO A oa Nt OE ete 8 8 OR a aS 25.00 $6,213.00 


Cost of Sales 


Stock on hand 31st December 1949 .............0...::ceceees $ 575.00 

Purchases bestow tte iad ativan. ders ascetics dale 3,180.00 3,755.00 

mesa: Stock On’ Haha’ 51st January 1950). .5...2.:66<.ccccsccsecssivens. ; 415.00 3,340.00 
Rape rg ane eae ea bse Raa $2,873.00 

Deduct Expenses 

MT err eR et se aed sada eA neat eiys evens ease gnieame Tate $1,825.00 

ON ka NN i fae rl a kN a st ik a te 300.00 

REM EIORCEICILY GENE WOUEE? <Gheni Gun inna machines 90.00 

RCRRIMRINA 3.25 soos tgs sis toa ps TEAMS sacha ATs te ae, see acts Rae ae a caeasehs 48.00 

NR le csc presi etna stan aeasinesaen 25.00 

RM NN 5 ect oa Dt Sh ade Oars 1G .b aca n ac 3.55 
Depreciation—10% 1 month $5,300 00.0.0... cess eeeeeeeeseees 44.16 

NE cana, ees oc pauses oe oh ASCs 8.33 

PPE Eey HURES® Secale na ea ana ine 12.00 2,356.04 
RSC REG NE NOP GROUND, 2.5588 isha ae eatie mes iaccacesesisa adie $ 516.96 

BALANCE SHEET 
31st January 1950 
Assets 

NPR ENETCMMNEIN Scar ost he haa a aectt ca ual coctrecraal Seneca CREA $1,317.00 

UNI NRMP ROININE sed ced 8 gs eed on elise coils Re Sees 100.00 

RMU 5 RAB 5 le oe Dh cca acs etmeas ga thdy aluss ab TRESS ACA 415.00 

Pere IE oa ccsies Ricci ideas crac idaevadecs cde $5,300.00 

Wess: Reserve for depreciation ..........:.:.....csscsccescscosescacess 544.16 4,755.84 $6,587.84 
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Liabilities 
NINN MINEO 8 oon cc ncaa shan sebal sis cqavuseasencoaeatoigsbcorsbonts 750.00 
AER, NR PRIN MIR oo scsi ossasacestssiscopccssisessassncbesivassassoscswsyssnosebs 225.00 
Acrmed PEOHerty BAKES Aad TICEMBES ..n................-.-0.:-2-ccccosecscssccreseeees 44.33 
a a i alla 5,568.51 $6,587.84 
E 
CONTINUITY OF CAPITAL ACCOUNT 
Balance at credit 31st December 1949 oo.......ccccccccccsessssscescesceeeeeeesteeeerees $4,801.00 
Add: 
Stock on hand 31st December 1949 not previously set up ............ 575.00 
$5,376.00 
Deduct: 
Accounts payable not previously set Up ..............cccceccceeseseteteeeeees $ 70.00 
ERIE SII MOINES saved accent ac oascas ese cveccntsestbcnstcasnssistcxscadibbadsssoceses 4.45 74.45 
Revised capital account 31st December 1949. o0..........ccccceeseeeteeeeeeees $5,301.55 
Add: 
Dick arnt MIDE POMMNURED BODO isc soc8 ssw ccccissisicecsivecccisdetovensbacsssstesteenie 516.96 
5,818.51 
Deduct: 
MOINS $e es ca senso 0s Ss es octets enasa sia dcatiscisvsvanselassaceswenicapecoece echoes 250.00 
SE MIEN SPs estes eases tuasinacdstiutadscbatessustainiesasevececantavecdenstsacbomees $5,568.51 
aaa 
(b) 


Daily Cash Record 
To record the cash received and disbursed through the cash register and/or till, wath 
items properly classified. 
Synoptic Cash Book 
To record totals of daily cash record and to record bank deposits and bank disburse- 
ments. 
General ledger 
To provide description and balances of assets and liabilities, proprietor’s equity and 
to accumulate the revenue and expense accounts under their respective headings. 
Simple Payroll Record 
To meet the requirements of the Income Tax Department, Compensation Board, and 
Unemployment Insurance Commission. 


PROBLEM 2 


Intermediate Examination, October 1950 
Accounting II, Question 6 (10 marks) 


Explain, for the information of the bookkeeper of a company, the correct accounting 

treatment of the following transactions: 

(a) The company received on consignment a shipment, valued at a selling price of 
$4,000, and is to receive a commission of 10% on sales thereof. During the 
month of May cash sales of this consigned merchandise totalled $2,000, which 

amount is remitted to the consignor at the end of the month after deducting 
the commission earned on the sales. 
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(b) Royalties must be paid every six months to the authors of text books printed 
in the company’s plant, based on the sales thereof for that period. Cheques to 


authors are issued in the sum of $3,575. 


(c) The company entered into a contract with the Pulp and Paper Co. to supply 
them with paper at a specified quantity each month for six months commencing 
1st September. The terms of the contract called for payment of 10% of the 
contract price on date of completion of arrangements of the contract and 15% 
at the end of each of the six months of the life of the contract. 
thereof the company pays to the Pulp and Paper Co. the sum of $1,000 on 


15th June. 
(d 


— 


In respect 


Employees of the company subscribed to $10,000 Canada Savings Bonds. These 


bonds were purchased from the bank by the company signing a note in the 
employees’ names. Deductions from the payroll to cover these subscriptions are 
remitted each month to the bank. For the month of November $450 is deducted 


from the payrolls and remitted to the bank, 


(e) An imprest petty cash fund is in operation in the general office. 


Vouchers for 


the month of November totalling $135 were submitted as support for the re- 


imbursing cheque which is issued on the last day of the month. 


Included in the 


vouchers are — general office expense vouchers $35.75, vacation pay slips, $$44.25 


and postage stamps purchase receipts $55.00. 


A SOLUTION 


Company should enter particulars of consignment shipment in 
memorandum consignment records but should not enter in books 
and records until sale takes place. 


Ra ce rare ete Se Se Lote ao ardel ea re latieieca gcse ausesseanceateanins 
Accounts payable — consignor ................:.sccscscssssesessssssoneeeness 
MOTEENOTOROCUTOIN, occ b 3s lela shpare seact la tescsends toe uae 

The amount of the sales should be set up as a liability 
to the consignor less the amount of commission to which 
the client is entitled. 

RECOURSE DAVEE — .COMRIBOOE | © cnscisccced sistcccducisenniieasinmnien 
RINE 6 seaeig oth a cine oes inn Mitesh Nernst asec 

To charge the consignor in the cash book with the 
money remitted to him. 


Royalties should be set up as Royalties payable at the end of 

each month after the sales records are balanced and charged to 

Royalties expense. Cheques issued in payment at the end of six 

months would be charged to royalties payable through the cash 

book. 

RGVAICCS COL LUVRICIES DAVAINE): <.2iicn 8 sons cai. scessscccsssscssssssnteretacenstsnsrs 
REMMI Gia SacocadteC ee ees cls ce ly A oh uss dessvibutens theaters 


The amount of $1,000 should be charged to Contract re paper 

purchases to which account the 15% would also be charged 

monthly. As paper was received the amount would be charged to 

paper purchases and credited to the contract account. 

RSAINE DBE CO UDEE PUT CINNU 5 ieee rad Reisen Wiaetes 
I Os asst r eae OIA eg rf RE eae ein ae HA CLE 


Dr. 
$2,000.00 


1,800.00 


3,575.00 


Cr. 


$1,800.00 
200.00 


1,800.00 


3,575.00 


1,000.00 
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(d) An amount, $450, deducted for Canada Savings Bonds, will be 
credited to Savings bonds deduction. The amount of $450 re- 
mitted to the bank would be charged to Savings bond deductions, 
reducing the account to a nil balance. Subsidiary payroll records 
would be posted under the name of each member of the staff. 


The reimbursement would be entered in the purchase record to 
the credit of Accounts payable. Administrative expenses would 
be charged with the expense vouchers, $35.75, and stamp pur- 
chases, $55.00 while wages would be charged with the vacation 
pay slips. The cheque issued would be charged to Accounts pay- 
able to clear the account. (Alternatively the cheque could be 
distributed directly to the accounts rather than setting up a 
payable item.) 


(e 


~_ 


Administrative expenses — general Office ..0.....0...0..ccceceeteeeeeees $ 35.75 
Administrative expenses — postage ................ccccccceccccceesesseeeeseeeeees 55.00 
IR ENN er aig oy nasgesclbea hasta ptansuentcnspcnescnsetcctocsensvepnentip 44.25 
NE re Nene eer ney arti crre tee ae $ 135.00 
AN IRE NURI eo hr cchcpic capt ces chascoba cacnabccesaasenccbaab sensed pease 135.00 
SOONER Wears sdies rocte cr eeee sce ent otigcaven ora oT ucas tego teipcebear ve nedebes ocak ieee el 135.00 
PROBLEM 3 


Final Examination, October 1950 
Accounting I, Question 4 (25 marks) 


The D. Co. Ltd. produces various types of kitchen knives. The blades and handles 
are purchased already processed, and the work done by D Co. Ltd. is merely the assembly 
of the two parts and the rivetting of the handles. The customers of the business are 
large retail stores ordering large quantities of specific types of knives. 

While there is always a quantity of finished knives on hand, production is scheduled 
to fill orders received rather than for stock. 

In addition to supplies of handles, blades and rivets, the company maintains at 
all times a small inventory of supplies and parts necessary for the upkeep of the ma- 
chinery. Continuous inventory records are not maintained. 

At the end of every month the foreman of the factory supervises the counting of 
blades, handles and rivets. The listing of these items is given to the accountant who, by 
comparison with the inventory at the end of the previous month and purchases during 
the month, calculates the quantities of blades, handles and rivets used during the month. 

The blades, handles and rivets on hand are valued at the last purchase price and 
an entry is put through the books, debiting cost of production, and crediting purchases 
with the amount required to reduce the purchases account to the value of the inventory 
on hand. 

The management is suspicious that the workers are either being very wasteful or 
piltering substantial quantities of blades and handles. They also feel that too much time 
is lost each month taking inventory and that some better method of determining the 
costs of the materials used can be developed. 

Required: 

Outline a system of accounting for the quantities and costs of inventories which 
will meet the objections of the management. Explain how its operation would eliminate 
the weaknesses of the present system. 
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A SOLUTION 
Perpetual inventory records 
Physical inventory as starting point 
(i) Use as a starting basis, the physical inventory which is taken every month at D 
Company Ltd. 
(ii) A separate card is prepared for each type of blade, handle, rivet, sundry supplies 
and finished knives. (Work in process would be negligible). 
(iii) A detailed description is put on top of each card. 
(iv) Quantities are entered thereon from the actual inventory. 
(v) The actual unit prices are obtained from the accountant, estimated price being 
used on finished knives. 
(vi) Unit price and value are entered on the cards. 


. Ordering and receiving 


(i) The production chief will determine quantities to be purchased. 

(ii) Pre-numbered purchase requisitions will be made out in duplicate by him to 
suppliers and a copy of the requisition sent to the accounting office. 

(iii) As goods are received, a receiving report (pre-numbered) is made out in duplicate, 
notation being made of damaged goods, and a copy sent to the accounting office. 

(iv) The accounting office compares the purchase order and receiving report with the 
actual invoice and enters them in the records, debiting materials accounts. 

(v) The duplicate of the purchase invoice is sent to the stockkeeper who checks it 
with a copy of the receiving report and enters the quantities and values in his per- 
petual inventory record. 


. Issues 


(i) As each order is received, a production order is written out and given to the 
factory foreman. 

(ii) A cost sheet is also set up of the individual jobs. 

(iii) The foreman will then make out requisitions in duplicate for materials needed 
on these jobs on pre-numbered forms, showing quantity and job number. 

(iv) These requisitions are sent to the stockkeeper who will issue material and record 
the fact on his perpetual records, entering on the requisition the unit and total 
value obtained from the perpetual records. 

(v) A duplicate copy of the requisition is sent to the accounting department. The 
accountant enters it up on the cost sheet for each particular job, charging work 
in process and crediting material inventory. 


. Completion of knives 


(i) Employees’ time is recorded by employees on special cards showing the number 
of hours on each process on each job. 
(ii) The total time per these cards should tie in with the time per clock cards 
punched every morning and evening. 
(iii) Payrolls are assembled by the accounting office and the amount chargeable to 
each job entered on the cost sheet. 
The total is then posted to work in process. 
(iv) Factory service is applied to the cost sheet at a pre-determined rate. 
The total is posted to work in process. 
(v) When jobs are completed, the unit cost is calculated on cost sheets by dividing 
units completed into total cost. 
(vi) Completed knives are transferred back to stock room to await shipment. 
The accountant makes an entry in the books charging Finished goods and credit- 
ing Work in process. 
(vii) The completion of the goods is recorded in the perpetual inventory records. 
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5. Advantages of system 
(i) It saves time of foreman and staff. No monthly physical inventory is necessary. 
(ii) Values represented by material, work in process and finished knives can be 
readily obtained from the general ledger. Value of inventories is easily agreed 
with the control. The perpetual records maintained by the stockkeeper reveal in- 
ventory of handles, blades, rivets and finished stock. Uncompleted cost cards in 
the accounting office would reveal the inventory of work in process. 
(iii) Differences between actual physical counts (periodic test) and stock cards will 
readily disclose carelessness and pilfering. 
(iv) A properly approved purchase requisition and requisition for issue eliminates the 
possibility of employees helping themselves to the supplies. 
(v) Job cost sheets will show the number of blades, handles and rivets issued and 
the number of knives completed as turned over to the stockroom. 
Since the manufacturing process is merely one of assembly, any difference in the 
number of handles, blades, etc. issued and in the number of knives completed 
can easily be traced to its cause and corrected. 
(vi) Accurate costing methods give a more correct picture of the cost of materials 
used as requested by management. 
(vii) The system enables monthly financial statements to be prepared without taking a 
physical inventory. 
(viii) It also enables management to plan its purchasing of raw material to greatest 
advantage, with no under- or over-stocking. 
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